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“MODERN” PLANTS 


True as in 1894 


TONE & WEBSTER, Inc., built a station in 
S 1894. An account, “A Modern Power Plant,” 
contains these words: 


A complete mechanism, every part designed to 


work with every other part ... in case of accident INDUSTRIAL pope oped COMPANY 
to any member, some other can perform its duty OLD ALLENTOWN, PA., PLANT 


... energy put on the line surely and cheaply 

. must be no shutdowns, either steam or elec- 
trical ... every device and arrangement a good 
investment ... constructed and equipped under 
constant supervision and care. 


Written when 2000 kw. was an important in- 
stallation, this remains a good description of 
Stone & Webster power work. It shows the sound 
early foundation on which rests the experience 
offered Stone & Webster clients today. 


SOUTHERN CALIFORNIA 
EDISON COMPANY 
LONG BEACH PLANT No. 2 








BOSTON, 49 Federal Street 
NEW YORK, 120 Broadway 
CHICAGO, First National Bank Bldg. 


PHILADELPHIA, Real Estate Trust Bidg. 
SAN FRANCISCO, Holbrook Bidg. 
PITTSBURGH, Union Trust Bidg. 
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NE cannot stand here this morn- 
() ing charged with the duty of 

reflecting, even in the smallest 
measure, the thoughts and feelings of 
this distinguished company, without 
first expressing our gratitude to Mr. 
George F. Baker for his generous gift 
to the service of business education. 
This day business and scholarship join 
in their thanks to him. 

If | were to speak for men of busi- 
ness, which [ am none too well qualified 
to do, it would be to express gratifica- 
tion that business is recognized at last 
as a profession, and being so recognized 
by Harvard, becomes a learned pro- 
If I were to speak for men 
of learning, which I am less qualified to 
do, it would be to express satisfaction 
that scholars are now to find their way 
to the market place as they have here- 
tofore to the pulpit, to the law courts, 
to the hospital, and to the forum. Not 
only will scholars go into our factories 
and exchanges, but men trained in busi- 
ness will go back into the halls of learn- 
ing. No more inspiring example of that 
could be had than the return of Mr. 


fession. 
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DEDICATION ADDRESS’ 


By OWEN D. YOUNG 


Wallace B. Donham to Harvard to 
become the Dean of this School of 
Business. We also express our thanks 
and our congratulations to him. 

We have come to Harvard today, 
Mr. President, to dedicate these mag- 
nificent buildings to the training of men 
for business just as other groups in 
other times have come here to dedicate 
other buildings to the training of men 
for the ministry, for the law, for med- 
icine, for engineering, and for other 
professions. Looking backward, one 
wonders why our visit for this purpose 
has been so long delayed. Why is it 
that the Harvard Business School was 
not founded until 1908 and not ade- 
quately housed until this hour? 

The medical school was established 
in 1782, the law school in 1817, and a 
divinity school in 1819. The education 
of the ministry, however, may be said 
to have been a prime object of the 
foundation itself, and the chief effort 


*Principal address delivered on June 4, 1927, at 
the dedication of the new group of buildings com- 
prising the George F. Baker Foundation of the 
Graduate School of Business Administration, Har- 
vard University. 
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of its earlier years. The founders of 
Harvard said that they “dreaded to 
leave an illiterate ministry to the 
Churches when our present ministers 
shall lie in the dust.” Is one to con- 
clude that Harvard was fearful of an 
illiterate ministry of religion in 1636 
and was not apprehensive of an illiter- 
ate ministry of business until 1908? 
That could hardly be so, because her 
own graduates in increasing numbers 
for half a century had been eschewing 
the ministry to enter business. It may 
be that with the decline of her grad- 
uates in the ministry, Harvard sought 
an equivalent vice, as Charles Lamb, 
when he gave up smoking, wrote Tom 
Hood that he sought a “quid pro quo.” 
Since 1840, the proportion of college 
graduates entering the ministry has 
been steadily declining, and during that 
period the percentage of those enter- 
ing business or commercial pursuits has 
rapidly increased. In the class of 1896, 
35% entered business, and in 1916, 
over 55%. The enlarging field of busi- 
ness with its widening intellectual hori- 
zon and its enlarged geographical reach 
was making its appeal to Harvard men. 
It stretched their minds, it stimulated 
their imagination, and it provided sat- 
isfactory financial rewards. Harvard 
was compelled, if she wished to control 
her product to the ultimate consumer, 
to take account of business education. 
And now on each Commencement Day, 
she awards degrees in business admin- 
istration, in the happy phrase of Pres- 
ident Lowell: “‘The oldest of the arts, 
and the newest of the professions.” It 
is to the service of that newest of the 
professions that we dedicate these im- 
posing buildings. They have been made 
an inspiration by the man who gave 
them, because he is the greatest living 
master of the old art and the best 
example for the new profession. 


The Graduate School of Business 
Administration is open not only to the 
sons of Harvard, but to the graduates 
of other colleges who wish to add the 
excellence of Harvard's special training 
and the glory of her name to their own 
degrees. Seven hundred students from 
180 colleges, representing 44 states and 
13 foreign countries, have responded to 
the invitation to take her training in the 
field of business. That is not only a 
compliment to Harvard—it is a tribute 
to business. I make no apology for our 
devotion to business. It represents for 
the majority of our people the major 
activity of life. It is more than produc- 
tion. It is more than trade. It is more 
than transportation and finance. It is 
more than all of them together. It has 
made history. It has created law. An 
eminent jurist has said: ‘Long before 
the State arose from its couch, in the 
morning twilight of history, trade had 
already completed a good part of its 
day’s work. While the States were 
fighting one another, trade found out 
and leveled the roads that lead from 
one people to another, and established 
between them a relation of exchange of 
goods and ideas; a pathfinder in the 
wilderness; a herald of peace; a torch- 
bearer of culture.”’ I like to recall Mot- 
ley’s statement that there ought to be 
a banner over Castle Island inscribed 
‘“‘No admission except on business.” 

One of the world’s most ancient rec- 
ords says: “In the Western Sea there 
is a market where an agreement exists 
between buyer and seller that if one 
comes the other goes. The seller first 
spreads out his goods; afterwards the 
purchaser spreads out the equivalent, 
which must lie on the side of the articles 
for sale till taken by the seller, when 
the objects purchased may be carried 
off.” What a fascinating picture of the 
early dawn of trade—the representa- 
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tives of two tribes, each with their own 
products, advancing slowly, carefully, 
suspiciously even, toward each other— 
not for the purposes of war, but for the 
peaceful exchange of goods. The more 
daring adventurer walks out into the 
open area between the lines, deposits an 
article there, and then slowly retires. 
Watchfully, with anticipation, he awaits 
the advance of someone from the other 
side. At last one emerges, brings his 
article and places it beside the first, and 
retires. A seller and a buyer have come 
out of the darkness of barbarism into 
the advancing light of civilization. The 
seller must now elect which article he 
will take. If it be not his own, a trade 
has been made, and the advance of 
human relations has begun. Trust has 
been substituted for suspicion; self-re- 
straint has taken the place of uncon- 
trolled acquisitiveness; a code of morals 
and of law will emerge; and last but not 
least, a sportsmanship, recognizing with 
a sense of honor the rules of the game, 
will come into being. 

Trade will now invent its own com- 
plicated tools, such as transportation, 
currencies, banking, and_ insurance. 
What is much more important, a new 
state of mind will arise. Producers 
who once made only what they them- 
selves wanted will, for the first time, be 
thinking of what the other fellow 
wants. As a matter of self-interest, 
men will be trying to put themselves in 
the other fellow’s place and acquire his 
point of view. That will be the first 
great step as it is, in my judgment, the 
last word in all human relations, 
whether they be between members of 
our own family or between the greatest 
nations of the world. 

Judging from the records of history 
and our present-day practice, silent 
negotiations did not long continue. Dia- 
lects were broken down. Communica- 


tions were established, and even the law 
was compelled to recognize that “trad- 
ers’ talk”” was a special kind of conver- 
sation in which it was necessary to make 
allowances for the natural enthusiasm 
of the seller and the coldness of the 
buyer. Principles of business were devel- 
oped and recorded. It was these prin- 
ciples of business and the customs of 
merchants which became the basis of 
much of our law. 

“Every man knoweth,” said Gerard 
Malynes in his Lex Mercatoria pub- 
lished in 1622, “that for manners and 
prescriptions, there is a great diversity 
among all nations; but for customs 
observed in the course of traffic and 
commerce, there is that sympathy, con- 
cordance, and agreement, which may be 
said to be of like condition to all people, 
diffused and spread by right reason, 
and instinct of nature consisting perpet- 
ually. And these customs are properly 
those observations which merchants 
maintain between themselves, and if 
these be separated from the law of 
nations, the remainder of the said law 
will consist of but few points.” 

Harvard at the beginning of her 
career may have taught the principles 
of business as a part of her education 
for the ministry. It was at this very 
time that John Cotton, the patriarch 
of New England, one of the committee 
of twelve appointed by the General 
Court to draw up a plan for the college, 
a member of its first Board of Over- 
seers, and a preacher to the students, 
was laying down correct principles of 
trade. 

Captain Robert Keayne, one of Bos- 
ton’s most prominent merchants and 
the founder of her Town House, was 
complained of for oppression in the sale 
of foreign commodities, and after the 
court had censured him the church of 
Boston called him also in question, 





388 HARVARD BUSINESS REVIEW 


“where,” according to Winthrop, 
““Keayne did (as before he had done in 
the court), with tears, acknowledge and 
bewail his covetous and corrupt heart, 
yet making some excuse for many of 
the particulars which were charged 
upon him, as partly by pretense of 
ignorance of the true price of some 
wares, and chiefly by being misled by 
some false principles.” These things 
gave Mr. Cotton in his public exercise 
the next lecture day to lay open the 
error of such false principles and to give 
some rule of direction in the case. Some 
false principles were these: 


“(1) That a man might sell as dear as he 
can and buy as cheap as he can. (2) If a 
man lose by casualty of sea in some of his 
commodities, he may raise the price of the 
rest. (3) That he may sell as he bought 
though he paid too dear, and though the 
commodity be fallen. (4) That as a man 
may take advantage of his own skill or ability, 
so he may of another’s ignorance or necessity. 
(5) Where one gives time for payment he is 
to take recompense of one as of another.” 


John Cotton said that the true rules 
for trading were these: 


(1) A man may not sell above the current 
price, i. e. such a price as is usual in the time 
and place and as another (who knows the 
worth of the commodity) would give for it, 
if he had occasion to use it. . . . (2) When 
a man loses on a commodity for want of skill, 
he must look at it as his own fault or cross 
and therefore must not lay it upon another. 
(3) Where a man loses by casualty at sea, 
it is a loss cast upon himself by providence, 
and he may not ease himself of it by casting 
it upon another; for so a man should seem 
to provide against all providences, that he 
should never lose; but where there is a scarc- 
ity of a commodity there men may raise their 
price; for now it is a hand of God upon the 
commodity and not the person. 


Evidently in those days the ministry 
assumed, with the acquiescence of men 
of business, to lay down rules of busi- 
ness conduct. 

A few years ago I remember that a 


group of ministers endeavored to lay 
down some principles for the control of 
labor by employers. Their action was 
quickly resented, even by business men 
willing to comply with the rules, with 
an indication that preachers had better 
confine themselves to their own business, 
To me the interesting feature of these 
two excursions of the ministry into the 
field of business, some three hundred 
years apart, is that in the case of 
Keayne, his infraction of _ business 
standards was treated as an individual 
delinquency, and John Cotton laid 
down his rules of business, not for the 
welfare of business, but as a guide in 
the matter of ecclesiastical discipline. 
So far as I know, no business man re- 
sented John Cotton’s action. He kept 
strictly within his own field. In the 
later incident to which I referred, a 
group of ministers, not one, undertook 
to lay down rules for business, as busi- 
ness. Such rules were not in any way 
connected with church discipline, nor 
was an infraction of them to be con- 
sidered as a basis for excommunication. 
It was the volunteer effort of a group 
of men of one profession undertaking 
to lay down rules for the guidance of a 
group of men in another. It was natu- 
ral that such volunteer advice, even 
though sound, should be rejected and 
resented. 

The interesting point, however, is 
that in the later instance an individual 
was not being tried on a particular 
transaction. A group was being in- 
dicted for a common practice. Uncon- 
sciously, in the minds of all, business 
was taking on the elemental quality of 
a profession, that is, standards for 
group action. The old art was passing 
to the new profession. 

But why this new profession of busi- 
ness? The old art had functioned long 
and well. Under it each man ran his busi- 
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ness as he pleased subject only to the 
law of the land and the moral restraints 
existing in the community in which he 
lived. Business was simple—it was in- 
dividual—it was done only in a limited 
area—mostly in the small community. 
Any infraction of the rules of the law, 
or of the church, or of the principles 
of business were quickly recognized and 
generally known. The community could 
and did, in those days, discipline the in- 
dividual man of business effectively. No 
one could maintain his good will and 
profess one thing in church on Sundays 
and practice another thing in his busi- 
ness on week days. Public opinion 
joined the law and the church as the 
censors of business conduct. 

Then the area of business operations 
widened. The products dealt in became 
highly specialized and technical. A 
man could not sell a spavined horse as 
sound in his own community without 
penalty, but he could sell a spavined 
motor as sound in some other commu- 
nity, perhaps indeed halfway around 
the world, without being quickly discov- 
ered at home. Even if discovered, the 
penalty was not so great. The sale of 
a spavined horse to one of his own 
community may have been a moral de- 
linquency. The sale of a spavined motor 
to people quite unknown may have been 
regarded locally as a clever piece of 
business. The church became increas- 
ingly powerless, and local public opinion 
might well be not too critical of a man 
who brought wealth from other places 
to his home community, especially if he 
contributed to the local hospital and 
was otherwise generous in its distribu- 
tion. In a word, the widening area of 
business and the highly specialized char- 
acter of the goods outstripped all local 
sanctions and tended to leave the in- 
dividual free from restraints except 
those of the law. Now the law is not 
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a satisfactory censor. It functions in 
the clear light of wrong doing—things 
so wrong that the community must pro- 
tect itself against them. Set over 
against the law on the opposite side is 
the clear light of right doing—things 
which are so generally appealing to the 
conscience of all that no mistake could 
be made no matter how complicated the 
business. The area of difficulty for busi- 
ness lies in the penumbra between the 
two. When business was simple and 
local, it was fairly easy for local public 
opinion to penetrate the shadowed 
area. When business became compli- 
cated and widespread, it was in this 
area that all restraints were removed. 
It was in this shadowed space that 
troublesome practices were born. It was 
from acts here that suspicions of busi- 
ness arose. It was the loss of these 
normal restraints which caused business 
to suffer. Men of character began to 
realize that the success of their busi- 
ness depended not alone upon what they 
did, but, in some measure, upon what 
others in the same line of business did. 
They began to form trade associations, 
first, merely to promote acquaintance 
and to create morale in the organiza- 
tion which would, in a sense, be a sub- 
stitute for the public opinion of the 
local community in the earlier days. 
Gradually through these organizations 
codes of conduct are being developed, 
and rules are emerging to enforce 
standards both as to character of goods 
and methods of trading, which are de- 
signed to afford proper protection to 
the members of the organization and 
for the better service of society. It is 
these self-imposed rules designed to en- 
force standards on the entire group en- 
gaged in similar business that are the 
distinguishing mark of the new profes- 
sion. In fact, products have become so 
highly technical and the rules of busi- 
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ness so complicated, that it is difficult, 
if not impossible, for any one other 
than business men, and for the most 
part only those in the same line of 
business, to sit in judgment on unfair 
practices which the law cannot well 
reach and which the church cannot well 
understand. Indeed, as a disciplinary 
force in the complexities of modern 
society, a profession of business with 
many specialized subdivisions should be 
welcome to all. 

Let me say, however, that so far as 
the public is concerned, organized busi- 
ness has been quick to take the advan- 
tages of group action, but has been slow 
to assume group responsibilities. Too 
frequently business men have  ac- 
quiesced, even if they did not partici- 
pate, in objectionable practices until an 
outraged society compelled amateurs to 
interfere. The amateurs were fre- 
quently in the legislature, and unwise 
laws were enacted. Legislatures reached 
out for abuses they could readily ob- 
serve but the causes of which they did 
not fully understand. Frequently the 
laws overreached themselves, and from 
the standpoint of society did more 
harm than the evils they were intended 
to correct. It is to be hoped that 
within these walls, research in these 
fields will not only inspire business men 
to adopt standards acceptable to the 
public conscience, but will also furnish 
the information on which wise laws may 
be drafted and wise decisions made. 
Many business associations need the 
benefit of such research today. Many 
are doing their best, not only to dis- 
cipline their own members, but to set 
up standards which will be helpful to 
all. No one has recognized the benefit 
of trade associations or done more to 
develop them in proper lines than the 
present Secretary of Commerce, Mr. 
Herbert Hoover. 


As business widened in area, it jn. 
creased in size. It was no longer pos. 
sible for one man to be the whole busi. 
ness. His capital was not enough—his 
labor was not enough—his knowledge 
was not enough. For the individual, 
we substituted the partnership, and 
finally as the enterprise grew, we dis. 
placed the partnership with the modern 
corporation. Into these we have 
brought together larger amounts of 
capital and larger numbers of workers 
than existed in cities once thought great. 
We have been put to it, however, to 
discover the true principles which 
should govern their relations. From 
one point of view, they were partners 
in a common enterprise. From another, 
they were enemies fighting for the 
spoils of their common achievement. In 
dealing with this problem, there has 
been much misunderstanding and fre- 
quently want of sympathy. The organi- 
zation has not always functioned well, 
and even today in that field we have 
great problems yet unsolved. 

Gradually we are reducing the area 
of conflict between the two. Slowly we 
are learning that low wages for labor 
do not necessarily mean high profits for 
capital. We are learning that an in- 
creasing wage level is wholly consistent 
with a diminishing commodity price 
level. We are learning that productiv- 
ity of labor is not measured alone by 
the hours of work, nor even by the test 
of physical fatigue in a particular job. 
What we need to deal with are not the 
limits to which men may go without 
physical exhaustion, but the limits 
within which they may work with zest 
and spirit and pride of accomplishment. 
When zest departs, labor becomes 
drudgery. When _ exhaustion enters, 
labor becomes slavery. Zest is partly 
a matter of physical condition, but 't 
is also largely influenced by mental re- 
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actions. These are common to all of us 
‘n every position. Are we doing well 
with our lives? Are we providing for 
our families—not merely clothes and 
food and shelter while we are working, 
but an insurance of them when our 
working time is ended either by age, 
disability, or death? Are we providing 
more cultural opportunities for our- 
selves and our children? In a word, 
are we free men? Here in America, 
we have raised the standard of political 
equality. Shall we be able to add to 
that, full equality in economic oppor- 
tunity? No man is wholly free until he 
is both politically and economically 
free. No man with an uneconomic and 
failing business is free. He is unable to 
meet his obligations to his family, to 
society, and to himself. No man with 
an inadequate wage is free. He is un- 
able to meet his obligations to his fam- 
ily, to society, and to himself. No man 
is free who can provide only for phy- 
sical needs. He must also be in a posi- 
tion to take advantage of cultural op- 
portunities. Business, as the process of 
coordinating men’s capital and effort in 
all fields of activity, will not have ac- 
complished its full service until it shall 
have provided the opportunity for all 
men to be economically free. I have 
referred elsewhere to the cultural wage. 
| repeat it here as an appropriate term 
with which to measure the right earn- 
ings of every member of a sound so- 
ciety competent and willing to work. 
Zest in labor is influenced by an- 
other mental reaction well known to 
us all but too frequently neglected. Is 
a man working for himself or is he a 
hired man? It has been assumed that 
with the evolution of business into large 
organizations, it was necessary to in- 
crease the percentage of hired men. 
Phat feeling was encouraged by our 
old habit of thinking. Capital was the 
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employer, buying labor as a commodity 
in the cheapest market and entitled to 
all the profits of the undertaking. Man- 
agers were considered the paid attor- 
neys of capital to devise ways and 
means to squeeze out of labor its last 
ounce of effort and last penny of com- 
pensation. Is it any wonder that in this 
land of political freedom men resented 
the notion of being servant to a master? 
Capital justified its action on the plea 
that it took all the risk. Many men, 
however, knew from their own experi- 
ence that they also took a risk in this 
common business undertaking. With the 
greater division of labor, it was essen- 
tial that a man be trained for a highly 
specialized job. In order to obtain the 
benefit of his training, he had to take 
employment in a plant which could use 
it. He accordingly moved into that 
community. He bought his home—he 
made his friends—he established his 
family and social connections. All of 
his relationships in life were there. If 
that business failed and the plant were 
closed, it was not alone the invested 
capital which suffered. That man, if no 
other job in his highly specialized field 
existed in the community, must move. 
His home must be sold, his ties broken, 
and perhaps too late in life he must at- 
tempt to take up again the forming of 
new friends elsewhere. Is it any wonder 
that he resented the notion that capital 
takes all the risks? 

Fortunately, we are making great 
progress in America in these difficult re- 
lationships. We are trying to think in 
terms of human beings—one group of 
human beings who put their capital in, 
and another group who put their lives 
and labor in a common enterprise for 
mutual advantage. We are learning as 
one result of our widespread prosper- 
ity that the human being who puts his 
capital in is no longer the gentleman 
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of the cartoonist in need of fat-reducing 
exercises. It is rather the lean school- 
teacher, the small merchant, the car- 
penter, the blacksmith, who are trying 
to conserve and increase their surplus 
earnings as a guaranty fund against 
disaster. Or if it be not they directly, 
then it is most likely to be the insurance 
company and the savings bank which 
is investing the savings of millions of 
our people of all classes in the capital 
of widely diversified concerns. We think 
of managers no longer as the partisan 
attorneys of either group against the 
other. Rather we have come to con- 
sider them trustees of the whole under- 
taking, whose responsibility is to see to 
it on the one side that the invested 
capital is safe and that its return is ade- 
quate and continuous; and on the other 
side that competent and conscientious 
men are found to do the work and that 
their job is safe and their earnings are 
adequate and continuous. Managers 
may not be able to realize that ideal 
either for capital or labor. It is a 
great advance, however, for us to have 
formulated that objective and to be 
striving toward that goal. 

Perhaps some day we may be able 
to organize the human beings engaged 
in a particular undertaking so that they 
truly will be the employer buying capi- 
tal as a commodity in the market at 
the lowest price. It will be necessary 
for them to provide an adequate guar- 
anty fund in order to buy their capital 
at all. If that is realized, the human 
beings will then be entitled to all the 
profits over the cost of capital. I hope 
the day may come when these great 
business organizations will truly belong 
to the men who are giving their lives 
and their efforts to them, I care not in 
what capacity. Then they will use capi- 
tal truly as a tool and they will be all 
interested in working it to the highest 


economic advantage. Then an idle ma. 
chine will mean to every man in the 
plant who sees it an_ unproductive 
charge against himself. Then every 
piece of material not in motion wij] 
mean to the man who sees it an unpro. 
ductive charge against himself. Then 
we shall have zest in labor, provided 
the leadership is competent and the 
division fair. Then we shall dispose, 
once and for all, of the charge that in 
industry organizations are autocratic 
and not democratic. Then we shall have 
all the opportunities for a cultural wage 
which the business can provide. Then, 
in a word, men will be as free in coop. 
erative undertakings and subject only to 
the same limitations and chances as men 
in individual businesses. Then we shall 
have no hired men. That objective may 
be a long way off, but it is worthy to 
engage the research and efforts of the 
Harvard School of Business. 

The fact that such a condition is not 
here today is not chargeable, as so often 
alleged, to the selfishness or dominance 
of capital. It is not due to the fact that 
the workers together have not adequate 
resources to margin the capital which 
they seek. It is due, in my judgment, 
solely to the unwillingness of men to 
assume responsibility and take a risk in 
such a cooperative undertaking. Most 
men yet prefer a fixed income without 
risk to a share in the profits of the 
enterprise with the responsibility which 
that involves. Gradually, however, we 
are making our advance. Men are be- 
coming both wage earners and investors. 
As workers, they seek the most for 
their labor. As investors, they seek the 
largest returns from their capital. The 
ownership of great concerns, under the 
impetus of our present prosperity, is be- 
ing widely spread, and in some instances 
is largely held by the workers. 

Then, too, we must deal with this 
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question of unemployment, which I re- 
gard as the greatest economic blot on 
our capitalistic system. There is no an- 
ewer except that the managers of busi- 
ness have not yet learned how to make 
their system function so that men will- 
ing and able to work may do so. There 
‘s; no limit to the consumption of the 
world. It is limited only in its indi- 
vidual compartments. We cannot eat 
more than so much bread or meat. 
We cannot wear more than so many 
clothes, and so we may have overpro- 
duction in individual lines. But there 
are innumerable wants of men yet un- 
served, and as long as culture grows, 
these wants will outrun our capacity to 
produce the things to satisfy them. The 
world does not owe men a living, but 
business, if it is to fulfill its ideal, owes 
men an opportunity to earn a living. 
Any system which breaks down at that 
point challenges the best that there is 
in the Harvard School of Business Ad- 
ministration, whether they be profes- 
sors or students; and all men of busi- 
ness everywhere should give them aid 
and sympathy in their attempt to solve 
this most distressing problem. 


It is important, too, that the min- 
isters of our business, like the ministers 
of our churches, should appreciate their 
responsibility. The leaders of our busi- 
ness are in large measure the trustees 
of our opportunities. In the effort to 
expand these opportunities business has 
traversed the geographical areas of the 
world. She has explored its most re- 
mote corners to locate new materials 
and new markets. No unknown place 
of any consequence in the geographical 
sense is left on this globe. What op- 
portunities, then, are ahead? Why is 
this trusteeship of business so impor- 
tant? It is so because there are new ex- 
plorers at work, bringing into the area 
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of possible business operation, fields 
vastly greater than any geographical 
explorers found. I refer to the research 
workers in pure science, who are push- 
ing back the horizon and vastly enlarg- 
ing our fields of knowledge. New ma- 
terials are being put into our hands 
from the most unexpected as well as 
most commonplace quarters. 

I can see a picture of these adven- 
turers in pure science moving out into 
unknown fields as the great geographi- 
cal explorers set sail for unknown lands. 
Following them are the applied scien- 
tists learning how to use the new forces 
just as the early settlers followed the 
old adventurers. Finally, business or- 
ganizes itself to harness these forces 
and put them to work. Never were 
opportunities so great as now. Never 
did unexplored areas seem so vast. 
Never was there a more responsible 
trusteeship needed for the discovery of 
new opportunities or for the administra- 
tion of the existing powers. We need 
today more than ever before men to 
administer this trust, who are not only 
highly skilled in the technique of busi- 
ness—men who have not only a broad 
outlook in history, politics, and econom- 
ics—but men who have also that moral 
and religious training which tends to 
develop character. 

Harvard is to be commended for re- 
quiring as a basis of entry to this school 
a cultural qualification. In no other 
profession, not excepting the ministry 
and the law, is the need for wide infor- 
mation, broad sympathies, and directed 
imagination so great. Who can say that 
this may not foreshadow the time when 
similar qualifications, evidenced by a 
certificate from this or like institutions, 
shall be required of men who desire to 
enter on a business career. 

What I have said as to the deficien- 
cies of business is not in any spirit of 
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criticism of the motives or activities of 
men who have gone before or of the 
men who are administering it now. I 
say it only for the purpose of recogniz- 
ing certain problems which will chal- 
lenge the young men who are coming 
on. No one has a higher regard than 
I for the accomplishments of the men 
who have set up and are leading our 
great organizations of business in this 
country. They have accomplished much, 
but not all. They, were they here, 
would be the first to say so. It is those 
things which remain undone which we 
must frankly face and earnestly en- 
deavor to correct. To shut our eyes to 
the broader interests and responsibili- 
ties of business may have been an at- 
tribute of the individualism of the old 
art. It must be the warning to the 
group action of the new profession. I 
am sure we could serve Mr. Baker no 
better than to assure him that the 


Harvard Graduate School of Business 
Administration will do its utmost to 
guard against an illiterate ministry of 
business when our present ministers 
shall lie in the dust. 

Today the profession of business at 
Harvard formally makes its bow to its 
older brothers and holds its head high 
with the faith of youth. Today we light 
the fires in the temple which it is the 
trust of Harvard to maintain and from 
which may be renewed through genera. 
tion after generation the high ideals, 
the sound principles, the glorious tra. 
ditions, which make a profession. To- 
day and here business formally assumes 
the obligations of a profession, which 
means responsible action as a group, 
devotion to its own ideals, the creation 
of its own codes, the capacity for its 
honors, and the responsibility for its 
own discipline, the awards of its own 
own service. 


After Mr. Young had concluded, Mr. Baker rose and addressed the 


assembly: 


“Gentlemen: 
be-remembered reception. 


pectedly well that I must extend congratulations to you. 


First | want to thank you for this kind and ever-to- 
These buildings have turned out so unex- 


I hope and 


believe that this School is to be the standard for all others, but it must 
be remembered always that the standards of excellence must be main- 
tained, not simply on the outside of the buildings, but in the work and 


training on the inside. 


“Mr. President, it gives me great pleasure to present to you the 


keys to these buildings.” 


President Lowell in reply said: 


“Mr. Baker, on behalf of Harvard University I accept these keys 
as a symbol of your great gift whereof the material proofs are about us. 

“T hope that your happiness may be commensurate with the privi- 
leges you have provided for generation after generation of young men 
seeking to enter on the career which you yourself have adorned.” 
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THE GEORGE F. BAKER FOUNDATION: 
AN APPRECIATION’ 


By WILLIAM LAWRENCE 


Baker. This I do not at his request, 
nor is he responsible for anything 
that I may say. 

This great gift of buildings came to 
the university not at the instigation of 
any committee or person, but upon the 
initiative of George F. Baker himself. 
He alone had the imagination to grasp 
the whole conception of this enterprise. 

He had been given a chance as dean 
of the business men of this country to 
head the subscription list, but after 
careful consideration he refused. Grad- 
ually, the vision of a great opportunity 
unfolded itself in the quiet of his room, 
day and night. He had lived through 
the wondrous commercial development 
of this country and had taken an active 
part in it for three-quarters of a cen- 
tury. He came to realize that he was 
now given the ability to do for future 
generations something better than had 
been done for him. He then determined 
to subscribe not a part of the Founda- 
tion, but to make one gift of the whole. 

[ repeat his very words, spoken with 
the modesty, simplicity and naivety 
which are always his: 

If by giving five million dollars I could 
have the privilege of building the whole 
school, I should like to do it. If it were one 
of several such schools, I should not care to 
do it. But my life has been given to business, 
and I should like to found the first graduate 
school to give a fresh start to better business 
standards. It may not be the right kind of 
a pride, but I should like to feel that my 
descendants could point to the Harvard Grad- 
uate School of Business, the first of them, and 
know that I had done it. But I want to do 
it alone. Will the Corporation let me? 


[’ IS my privilege to speak for Mr. 


A man may have an unworthy pride 
in his ancestry, but when he undertakes 
to do something of which his descend- 
ants ought to be proud, he is on the 
right track. 

I should like to have you consider 
with me the process of thought by 
which Mr. Baker came to this conclu- 
sion. I believe that being the practical, 
active-minded man that he is, he per- 
haps unconsciously recalled the thou- 
sands of boys, young men, and old men 
who had passed before him in these 
seventy-five years. He remembered the 
loss of opportunities and of fortunes, 
the shrinkages and bankruptcies, the 
awful waste of wealth to men and the 
country, not because of dishonesty or 
moral cowardice or any weakness of 
character (some of these men were of 
the finest temper), but because of igno- 
rance of the conditions under which 
they entered and transacted business. 
Whether equipped with inherited for- 
tunes or a college education, or no edu- 
cation at all, these men leaped into the 
business arena with high ambitions and 
gay hearts; perhaps a half of them, 
possibly three-quarters, failed to meet 
the test. Those who succeeded, as did 
Mr. Baker, were endowed with certain 
fit qualities and had the capacity to 
learn every day in the week how to 
meet the chances, tests, and temptations 
as they came. 

Mr. Baker also realized that while 
these disasters were coming to men in 


*Address delivered at the dedication of the 
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larger business, they were in their pro- 
portion coming also to every man and 
woman in the country; for business is 
all pervading. The boy selling papers, 
the child buying a stick of candy, is in 
business. We are all traders up to a 
point; and we all reflect the standards 
that are about us. Hence the problem 
of raising business standards is the 
problem of improving the methods of 
trade, of buying and selling, of ex- 
change and credit by everyone. 

How can the business standards of 
one hundred million people be raised? 
Not in the mass, not suddenly. How? 

Mr. Baker again turned to the 
experience in other departments of 
social life. One hundred years ago, the 
practice of medicine was not a science 
but a guess, not a profession but a pur- 
suit; the sign of the surgeon was a bar- 
ber’s pole. The pursuit of law was in 
a similar plight. In seeking a way to 
higher standards, leaders in these call- 
ings, prophetic men in education and 
statesmanship, turned to the colleges, 
whose failures to meet the conditions 
were becoming apparent. Then from 
the colleges were developed the profes- 
sional and later the graduate profes- 
sional schools, which have lifted these 
callings into professions and expressions 
of art and science. 

To Mr. Baker, considering how the 
business conditions of the past could 
be changed and the calling raised to 
higher standards, the Harvard Grad- 
uate School of Business, already a liv- 
ing force, but homeless, offered the 
opportunity; and he took it. 

Now his vision is changed, and he 
sees thousands of young men coming 
from colleges throughout the country, 
meeting here to study and to learn, as 
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far as the conditions of this school can 
encompass it, the basic principles of 
business, its relation to society and to 
human welfare; to gain a fuller knowl. 
edge of economics, of the best methods 
of business in their various depart. 
ments, and to be imbued with ideals and 
ambitions which will send them forth 
as teachers in other schools and in prac- 
tical business life with a better sense of 
their responsibility to their calling and 
society, to earn a living, and perhaps 
make a fortune, always, however, sus- 
taining the integrity and spirit of ser. 
vice which they have gained here. 

The youthfulness of this country, its 
short traditions, its rapid growth and 
variety of population, its increasing 
wealth, and its spirit of optimism gives 
it elasticity and ready adaption to new 
motives and fresh ideals. The vision 
which was Mr. Baker’s is now ours, 
that of a young nation entering upon 
higher standards of business and lead- 
ing the world’s civilization to richer 
life and greater happiness. 

The President of the University has 
well inscribed this legend on the wall 
of its great hall: 

THIS GROUP OF BUILDINGS 
DEDICATED ON JUNE 4, 1927 
AND AN ENDOWMENT THEREFOR 
WERE GIVEN BY 
GEORGE FISHER BAKER 
BANKER AND PHILANTHROPIST 
TO PROMOTE KNOWLEDGE AND INTEGRITY 
IN THE ART OF 
FINANCE INDUSTRY AND COMMERCE 
OBJECTS DOUBLY ADVANCED 


BY HIS GENEROUS GIFT 
AND BY HIS LIFELONG EXAMPLE 


One more sentiment I believe would 
come to the lips of Mr. Baker at this 
moment, that of grateful appreciation 
of the support and friendship of Wal- 
lace Donham. 
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THE FOUNDING OF THE 
HARVARD BUSINESS SCHOOL 


By EDWIN F. GAY 


1907, President Eliot announced 

at the Detroit meeting of the As- 
sociated Harvard Clubs that the uni- 
versity proposed to establish a graduate 
school for training in business. With a 
grant of $12,500 a year for five years 
from the Rockefeller Foundation and 
with an equal annual sum secured by 
Professor Taussig from friends of the 
cause, the Corporation was enabled on 
March 30, 1908, to establish the Grad- 
uate School of Business Administration. 
It opened its doors to students in Sep- 
tember, 1908. 

President Eliot believed that, by the 
end of the five-year period for which the 
modest but adequate sum had been 
raised, the school would have so clearly 
demonstrated its usefulness that its fu- 
ture permanent support would be en- 
sured. When asked if he meant to 
apply both quantitative and qualitative 
tests to such a measure of success, he 
answered firmly: ‘“Both.’”’ I demurred, 
insisting that at least fifteen years, 
rather than five years, would be re- 
quired to settle the foundations of such 
an enterprise, and that after the first 
experimental period much larger finan- 
cial support would be required. Mak- 
ing light of difficulties he declared his 
confidence without reservations. “It 
will fill a great need,” he said, “‘and we 
may trust, therefore, that it will be 
amply provided for.” 

The growth of the school was some- 


Tin. Ps years ago, on June I, 
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what slower than President Eliot had 
expected, but he was satisfied with its 
progress, and President Lowell, who 
from the beginning had been deeply in- 
terested, declared an end to the period 
of experiment by his act in establishing 
it as an independent faculty, with an 
organization like that of the other pro- 
fessional schools of the university. But 
the steady increase in numbers of stu- 
dents brought new and pressing prob- 
lems, which, when Dean Donham took 
over the leadership, had become formid- 
able. The growth of the institution de- 
manded urgently a great expansion in 
physical and personnel equipment. These 
serious difficulties have been overcome 
with remarkable skill and with daring 
energy. The planning vision of Dean 
Donham and the magnificent generosity 
of Mr. Baker have raised an edifice 
surpassing the dreams of those who as- 
sisted in its modest beginning. Indeed, 
to an outside observer, it seems to be 
an Aladdin-like creation—these stately 
buildings arising overnight from a 
swamp, this provision of every imagin- 
able facility. And truly there has been 
a magic at work, a creative imagination 
embodying in material forms a spiritual 
force. The first donors, backing an un- 
formulated project, the many early 
helpers among business men, led by 
Major Higginson, who in those initial 
years gave unflaggingly of time and 
counsel, would, we may imagine, look 
with amazement upon this splendid 
scene. But they would also look with 
pride, and their pride would be justi- 
fied, for they, too, share in this great 
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achievement. A great seat of learning 
gave her best endeavors to meet the 
need for the trained men they craved 
for business; it gave its full recognition 
to the profession they held in honor; 
here and now in return is a concrete 
symbol of what American business is 
prepared to give—and be. 

To the teachers who were called 
upon to find the answer to the demand 
of business, to give classroom expres- 
sion to vague aspirations, the first and, 
indeed, the abiding question was, What 
is essential to be taught, and how can 
it be taught? Among the confusing 
array of business activities which must 
somehow be constrained within courses 
of instruction, where should emphasis 
be laid? If business itself answers 
“Marketing,” or ‘Factory Production,” 
or, if more inclusively, it answers 
‘‘Manayement,” and there should be no 
academic equipment in these fields, what 
should be done? What shifts and de- 
vices, what combinations of planning 
and improvisation, what watchful anx- 
iety and what adventure, lay on this 
frontier of the unknown! If there were 
no teachers anywhere to be found, then 
let young pioneers train themselves as 
teachers. If there was no teaching ma- 
terial in print, then it must be quarried 
out of the mine of current business prac- 
tice, and a Bureau of Business Research 
must be created. If no case books had 
yet been collected, business men could 
be induced by the persuasion of Mr. A. 
W. Shaw to exhibit themselves and 
their troubles as clinical material— 
walking cases. In the meantime, teach- 
ing of the established type could go on 
in the subjects that already had some 
academic traditions, pending altera- 
tions. And in other subjects, the matter 
of the course could be dissected and 
outside specialists brought in to handle 
the severed members. But suppose 


these eminent business Practitioners 
from whom you asked a talk on Revels, 
tions insisted on filling their alloted 
time with a discourse on Genesis? Then 
here was simply another kink to be 
straightened out. 

In all this arduous but joyful experi. 
mentation, no one of us, I think, had 
any idea that what we were doing was 
only an ephemeral experiment. The act 
of faith in founding the school was be. 
ing transformed into permanence. We 
knew that in reality the business world 
had summoned the school into being, 
and as we worked we were conscious of 
an increasingly favorable environment, 
The old training for business, formal or 
informal apprenticeship, was breaking 
down; the rule of thumb was giving 
way to instruments of precision and the 
intelligence to handle them. The major. 
ity of college graduates, even without 
any specialized education, were seeking 
business careers, where only a genera- 
tion ago they were entering the older 
professions. There was dawning for 
business—and those who stood highest 
saw it—the day of systematized teach- 
ing of business principles and practice, 
just as earlier the same experience had 
come to accounting, the first business 
profession, to engineers, lawyers, doc- 
tors, and clergymen. And if knowledge 
is to be systematized and taught, it must 
be made open and accessible. This logi- 
cal corollary, not at first fully perceived 
by business men, with their jealous tra- 
ditions of secrecy, was of necessity em- 
phasized, though with caution, by the 
new collegiate business schools. But 
business men themselves were beginning 
to realize that their individual interest 
coincided with that of larger social 
groups and were gradually becoming 
more willing to share their knowledge. 
Trade associations were proliferating 
and they were busy in formulating codes 
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of ethics. Business men were enjoying 
in the United States the esteem and re- 
spect paid to a high social class. These 
are the signs of an emerging profes- 
sion, and the professional school, at 
once a result and a cause of the trans- 
formation, had reason to believe itself 
a stable institution and to set its stand- 
ards high. 

Yet there still remained many 
skeptics among business men. There 
were some few who voiced their belief 
that the only training for business was 
acquired at a tender age with a broom 
on an office or factory floor. There 
were some others who liked to employ 
college men but only after someone else 
had “broken them in.” A number con- 
ceded that a collegiate business school 
might impart some useful knowledge 
but it could not train executives. Busi- 
ness executives, we were told, like 
Michel Angelos and Shakespeares, are 
born, not made. I remember well a 
question put to me, in the first year of 
the school, by one of these skeptical 
visitors. He was, as it happened, a 
firm believer in West Point methods. 
“What, apart from mere technical 
knowledge, readily acquired, and hon- 
esty, much more common than _ is 
sometimes thought, are the qualities 
requisite for success in business?” I 
told him: “Judgment, courage, and 
that combining and balancing qual- 
ity which may be called resourcefulness.” 
Perhaps I might better have used the 


good Yankee word “gumption.” He 
smiled at me indulgently. “Well,” he 
said, “you can’t teach those.” The re- 


sponse was obvious: “Does West Point 
training aid in developing successful 
Army officers, and what, apart from 
technical knowledge and honesty, makes 
‘or success in that profession?” He 
meditated a moment, and then replied: 
“1 see your point.” And he agreed with 
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me that while a good military school or 
staff college cannot guarantee the quan- 
tity production of Napoleons and Lees, it 
can and does produce competent officers 
of high professional spirit. I went on 
to say that even what he called “mere 
technical knowledge” goes a long way 
in forming successful character. It is 
basic for judgment; it enhances courage 
by dispelling baseless fears. If you will 
define and analyze “gumption,” you will 
find that knowledge and training play 
their part in it. Indeed, the honest 
search for knowledge is a cardinal vir- 
tue and a builder of character. One of 
the most constructive minds I know in 
business calls it the First Commandment. 

From the outset, therefore, we had 
no doubts as to the purpose and possi- 
bility of this professional school. It 
should seek to train business executives 
and be satisfied with nothing less. 
Otherwise it forfeits its right to stand 
on the same level with the older pro- 
fessional schools. Its graduates must, 
of course, start in the lower ranks and 
many may never reach the highest com- 
mands. Over their heads will often 
pass, though perhaps less frequently in 
the future, gritty, gifted men from the 
lowest ranks. A progressive society 
must follow Napoleon’s maxim of 
“careers open to talent.” But accumu- 
lating experience confirms the policy of 
the school. There flows thence a stream 
of young men who carry from the 
school into the business world profes- 
sional standards, a genuine respect for 
the intellectual and moral requirements 
of modern business, and a continuing 
thirst and capacity for knowledge. 
These are the subalterns whom experi- 
ence fashions into commanders. These 
are the men who have made themselves 
fit to learn and improve the art and 
science of business management. 

The art and science of management: 
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here is the real center of business. This 
is the thing which business men of the 
older fashion meant when they said 
executives could not be trained outside 
of business. Now they are realizing 
how little business itself knows of this 
delicate and difficult matter. It applies 
not only to the factory, but to all activi- 
ties of business; it deals not merely with 
machines and methods, but with all the 
ordered work of human beings. It has 
still to develop its wider applications; 
it has yet to make of the factory not 
merely a mechanizing evil necessary to 
society but itself a civilizing agency. 
And the far-sighted leaders among 
business men, both here and in Europe, 
are coming to see what is implied in the 
ever nicer adjustment of economic 
means to social ends, which is the mean- 
ing of management. ‘Human engineer- 
ing” now is demanding the cooperation 
of highly diverse scientific specialists— 
economists, statisticians, political scien- 
tists, historians, psychologists, biolo- 
gists, physiologists, as well as men of 
the medical, legal, and engineering pro- 
fessions and, always at the center, the 
business planners and _ coordinators. 
These varied knowledges and methods 
of analysis are, in factories here and 
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there, now cooperating as in a |ab. 
oratory, and they soon will be making 
laboratories in and of our _ business 
schools. In fact, a professional schoo! 
such as this has inherent in its concep. 
tion the idea of the experimental Jab. 
oratory studying genetically and the. 
oretically the institutions and processes 
of our economic organization and prac. 
tically the application of the new ip. 
sights for the continued betterment of 
our business practice. 

Here at the Harvard Graduate 
School of Business Administration, now 
nobly housed and admirably equipped, 
the opportunity and the obligation js 
great and compelling to develop con- 
stantly on a widening scale, both nation. 
ally and internationally, this service to 
business and science. The guarantee for 
performance of its obligation, for its 
maintenance of a vital relationship with 
the society it should serve, lies not only 
in its material pledge here proudly dis- 
played and in its inward determination, 
but in the fact that it is an integral part 
in Harvard University. A great univer- 
sity is longer-lived than any other 
human institution. For generation after 
generation, it renews the springs of 
high purpose. 
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THE EMERGING PROFESSION OF BUSINESS' 


By WALLACE B. DONHAM 


S WE listened this morning to 
A Mr. Young’s remarkable ad- 
dress, it required little imagina- 
tion to feel a widespread social con- 
sciousness emerging from the present 
chaos of individualism in this new pro- 
fession of business—a social conscious- 
ness with the sound evolutionary prog- 
ress of civilization as its objective. 

And, indeed, it is high time that this 
should come, for the world needs sadly 
this new profession. There have been 
many professional men of business. 
Business the profession is only now 
emerging. Its problems and tasks have 
not waited. They are full grown. 

Two hundred years of adventure and 
intensive developments in pure and ap- 
plied science have opened constantly 
new and larger opportunities for prog- 
ress, for comfort, and for culture. Have 
they opened new opportunities for hap- 
piness? Opportunities? Yes, but does 
the existing state of the world yet con- 
vince us that happiness will increase? 

These 200 years were a great adven- 
ture in pure science. It started slowly 
and inconspicuously, for to a large ex- 
tent it is the applications of science 
which affect our living, and applied 
science is scarcely 150 years old. Its rev- 
olutionary effects are but two genera- 
tions past. We have yet to learn how 
to deal with these revolutionary conse- 
quences of science. If we are to realize 
upon the opportunities furnished by 
science, in terms of human happiness, 
we must develop a higher degree of re- 
sponsibility in their use. Else, it may 
turn out that for our children’s children 
they are no opportunities at all. 
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Almost by the accident of fate, the 
greatest portion of this responsibility 
falls, under our existing order of things, 
on the business group, for business men 
have the effective control over the mech- 
anisms produced by science and there- 
fore responsibility for the type of con- 
trol exercised. The scientist himself 
has no control over the results of his 
thinking. The working out of these 
new problems, if they are to be solved 
in ways which contribute to the orderly 
evolution of society, is a burden which 
lies primarily on this new social group— 
the profession of business. 

The task of developing the necessary 
group consciousness and sense of re- 
sponsibility in the new profession is not 
an easy one. Indeed, if I am not mis- 
taken, it is one of the most difficult of 
problems. Nevertheless, for the few 
moments allotted to me today, I shall 
assume that this social consciousness 
can be built up; as it has been built up, 
though not always maintained, in the 
older professions of the ministry, law, 
and medicine. Here, I wish to suggest 
briefly another essential to be attained 
by this new profession, and to outline a 
possible approach which may make this 
objective attainable within a reasonable 
length of time. 

And time is of the essence. The 
measured tread of biological processes 
and latterly the quicker but still slow 
step of social progress, with no notice- 
able change in environment for any 
generation between birth and death, 





* Address delivered at the dedication of the 
George F. Baker Foundation, Harvard Graduate 
School of Business Administration, June 4, 1927. 
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was the lot of our ancestors for hun- 
dreds of thousands of years. The 
measured tread still continues for bio- 
logical processes, and social progress 
is still pathetically slow, but the en- 
vironment of the last two generations 
has become the transforming environ- 
ment of science. 

The great present test of our com- 
mon humanity is whether it can keep 
its balance, learn how better to live to- 
gether with new responsibilities, new 
problems, and new powers over nature 
in the midst of an environment whose 
principal characteristic is change, appall- 
ingly rapid change. Above all things, 
we must learn to deal with rapidly 
changing environment. Since the new 
and changing elements are so largely 
business elements, this new profession 
faces a serious task, with time running 
against it as never before. 

Since we have no reason to think 
that the scientists have ceased to change 
our environment, and indeed because 
we must believe that they will continue 
and ever accelerate these changes, our 
problem is not to become accustomed to 
a single new environment, but to learn 
how to deal with change itself. 

England, with its simple homoge- 
neous population, took 200 years in 
turning the simple idea of credits from 
an instrument of cruel oppression into 
the useful tool of organized society 
which it is today; and the general strike 
of one year ago shows how little prog- 
ress she has made in dealing with the 
industrial problems of the last 150 
years. If each new change in environ- 
ment is not to introduce new problems 
of social evolution requiring centuries 
for their solution and threatening ulti- 
mately the whole progress of civiliza- 
tion, it will be because we discover some 
principles for dealing with change. 

It is not enough that a social con- 
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sciousness shall develop speedily and 
widely in this new profession. The so. 
cial consciousness must be backed by 
completely equipped intelligence and 
wide vision. Especially is it necessary, 
if we are to socialize these rapidly de. 
veloping instrumentalities of science, 
that we fix for business the base points 
of the specialized ethics which are 
characteristic of all professions. 

For, in my judgment, one of the 
major fields in which these new prin. 
ciples must be sought is in the ethics 
of business, the field which deals both 
with biologically stable human nature 
and with rapidly changing environment. 
We must by study and research, rather 
than by the slow sifting of social evolu- 
tion, develop a specialized ethical sys. 
tem for this new profession. 

Such a system must appeal to and 
draw adherence and support from the 
leaders in the profession and must com- 
mend itself to the understanding com- 
munity outside business, for it will be 
the sanction of the profession, higher 
and more potent for good because more 
discriminating than the law. 

It will govern the relationships 
within the group, and it will include the 
foundations of right living with other 
groups in the community. 

It must deal with internal relation- 
ships, because it will furnish that basis 
of comfortable living within the group 
without which the group cannot con- 
tinuously cohere. 

It must define the basis of relation- 
ships with other groups, because here 
is the very essence of the new socially 
and group conscious profession. 

Finally, it must so far and so soon 
as possible deal with problems as types 
rather than as individual instances, for 
it is from the development of general- 
izations, not platitudes, but sinewy ger- 
eralizations, and from the study of 
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analogies, that the capacity to deal with 
change will come. ; 

Every system of professional ethics 
when well developed has in it many 
things which puzzle the layman, be- 
cause they have no parallel in ordinary 
ethical relationships. Superficially, such 
elements are artificial restrictions on 
the freedom of the individual, but it is 
in the nature of learned professions to 
secure the effectiveness and the stand- 
ing of the group by limiting, where 
necessary in the common good, the free- 
dom of its members. Such artificiali- 
ties are often the fundamentals upon 
which the existence of the profession 
as a group depends. The ethics of this 
new profession will be no exception to 
this rule. 

No one can foretell where an honest 
project of research will lead, but every 
intelligent program starts with certain 
hypotheses; otherwise it is aimless and 
futile. The research problem here set 
is the problem of forecasting the prob- 
able evolution of business ethics, to the 
end that we may speed up the revolu- 
tionary process and arrive in fifty to 
one hundred years at the point where 
we might otherwise reach in two or 
three hundred years. 

The starting point in such a research 
study may be an analysis of the exist- 
ing written codes both of the older pro- 
fessions and of the business groups and 
trade associations to which Mr. Young 
referred this morning. There is one 
obvious difference in origin between the 
older professional codes and the new 
business codes. The former are rev- 
olutionary; that is, while their actual 
reduction to writing is comparatively 
recent, the men who engaged upon the 
task of reducing them to writing were 
consciously putting in orderly written 
form the results of centuries of experi- 
ence and development within the pro- 
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fession. The subject matter was largely 
predetermined. The business codes 
differ in that they are hand-made; that 
is, they represent the efforts of high- 
minded men sitting around a table, not 
once but many times, to define the basis 
upon which the group should function. 
The difference in the results is not 
surprising, but it is nevertheless sig- 
nificant. In some respects the two 
types of codes are similar. Each con- 
tains illustrations of the general stand- 
ards adopted by high-minded men in 
the community at large. These are im- 
portant as assistance in dealing with 
ethical dilemmas as they occur in the 
new surroundings. They can hardly be 
referred to as professional ethics. 
Then also, each type of code contains 
various provisions, sometimes sounding 
artificial, which are obviously part of 
the mechanism of comfortable living 
with one’s associates and competitors 
within the group. It is a common char- 
acteristic of this type of provision that 
it takes categories of activities which 
to the layman depend solely on the par- 
ticular facts for their ethical colora- 
tion, good or bad as the case may be, 
and defines these whole categories as 
ethically bad. The lawyer cannot live 
in comfort with his competing brothers 
in the profession if his technical over- 
sights incurred because of imperative 
fishing or golf engagements enable his 
brother to triumph in the pending liti- 
gation. It has therefore become un- 
ethical to insist upon such technicalities 
even though, as may happen, the ad- 
vantage so gained is the only apparent 
way out of a distressing situation. 
Ethically neutral types of activity are 
for the purposes of the profession de- 
fined as bad, to the end that men may 
live together within the profession in 
greater comfort. Any lawyer may 
wish to go fishing some time, and he 
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cannot be in constant trouble with other 
practitioners over technicalities. 

The hand-made business codes as 
well as the evolutionary codes of law 
and medicine deal with and define prob- 
lems of this kind. Indeed, one gathers 
the impression from studying the busi- 
ness codes that such provisions were, 
as one might expect, uppermost in the 
minds of most of the code makers. 

It is in a third type of subject dealt 
with in the evolutionary codes that dif- 
ferences from the business codes ap- 
pear. The older codes define as eth- 
ically bad sundry types of activities 
which have to do with the relations of 
the profession to other groups in so- 
ciety, and these definitions have the 
strength and the force that go with 
concreteness. The lawyer must not 
commingle his clients’ property with his 
own. Yet the commingling of the cli- 
ents’ property with his own may be en- 
tirely to the advantage of the client 
and from the lay standpoint perfectly 
ethical. The trouble is that such prac- 
tices put too great a strain on human 
nature and on the average their social 
consequences are bad, bad for the com- 
munity and bad for the good name of 
the profession. Therefore they are 
taboo. 

Unfortunately, when one seeks in the 
business codes for similar treatment of 
the relations between business groups 
and other groups in the community, he 
too frequently finds either gaps in the 
codes or platitudes about service or re- 
enactments of the Golden Rule. A 
sense of responsibility either to the 
community or for the standing of the 
profession is lacking. The Golden 
Rule itself meant much in the simple, 
pastoral society with reference to which 
it was framed. Its application to our 
complicated industrial civilization often 
presents an intellectual problem of 


greatest magnitude not solved by re. 
enacting it in a code. 

He is a rare man of business who 
draws back from some individual act 
planned with high motives just because 
as a type such activities put too much 
of a strain on human nature, are too 
often abused and tend to bring the 
whole profession of business into dis. 
repute. 

Nevertheless, I hazard the thesis 
that just as such points of view have 
become established as cherished parts 
of the codes of law and medicine, so 
must they become parts of the codes of 
business, and when defined they, too, 
must have the strength and the force 
of concreteness. Words about service 
too often are a smug cover for the de- 
sire to be left alone, rather than the 
expression of an intent to run one’s 
business in socially sound ways, and no 
system of ethics can accomplish the de- 
sired result unless it can be defended 
on a hard-boiled basis as sound institu- 
tionary policy for the permanency and 
effectiveness of the profession. 

For the continuance of our economic 
order and its sane evolution, it is neces- 
sary that this new profession study the 
consequences of specific types of activ- 
ities. Where undue temptation is 
involved, where strains beyond the 
breaking point for too many are placed 
on human nature, it must consider 
these facts adequate reasons for taboo- 
ing individual acts which are in them- 
selves ethically high-minded. Men in 
this new profession must avoid equivo- 
cal positions or, when this is impossible, 
hedge themselves about with the type 
of protection which the older profes- 
sions have found adequate. 

The business group must accept and 
discharge the responsibilities which go 
with its power if the present economic 
order is to persist. History shows us 
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very clearly what may happen if a par- 
ticular important group fails to meet 
its responsibilities. France learned 
that during its revolution. Russia has 
learned it more recently. There is a 
close analogy between the position of 
the governing class in the earlier, simple 
societies and that of the business group 
in our present complex social organiza- 
tion. Positions of power must carry 
with them a sense of trusteeship. New 
situations must be dealt with in a spirit 
of trusteeship. 

It is by progress along these lines 
that we may learn how to deal with 
change, for it is in this direction that 
the road to comfortable living with 
the community and to the sound han- 
dling of social problems leads. 

Moreover, since the community is 
quick to sense these strains on human 
nature and these equivocal positions 
and, having sensed them, to condemn 
without a hearing or at the call of the 
demagogue, in this manner alone may 
the high-minded individual secure rea- 
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sonable assurance that his name and 
reputation will not be dragged in the 
dust and that he will not be pilloried 
before a hostile community. 

Mr. President, it is one thing to lay 
out a program, to define an objective; 
it is quite another to complete the pro- 
gram, to accomplish that objective. I 
have preferred, however, to speak to- 
day of the future rather than of the 
past, to open a subject which must never 
be closed. 

Mr. Baker, on behalf of the Faculty 
of Business Administration and especi- 
ally on my own behalf, may I thank 
you from the bottom of our hearts for 
the opportunity and for the deeply felt 
responsibility you have placed on us, 
and may we renew once again the 
pledge we know you wish from us 
—that we will, so far as lies within our 
capacities, advance the intellectual and 
ethical basis of this new profession of 
business, thereby fulfilling your gen- 
erous gifts and carrying on, as lesser 
men may, your lifelong example. 





THE SOCIAL SIGNIFICANCE OF BUSINEss 


By WALLACE B. DONHAM 


“The truly quaint materialism of our view of life disables us from 
pursuing any transaction to an end. You can make no one under- 
stand that his bargain is anything more than a bargain, whereas in 
point of fact it is a link in the policy of mankind, and either a good 


or an evil to the world.” 


= development, strengthening, 


and multiplication of socially 

minded business men is the cen- 
tral problem of business. Moreover, 
it is one of the great problems of civili- 
zation, for such men can do more than 
any other type to rehabilitate the ethi- 
cal and social forces of the community 
and to create the background which is 
essential to a more idealistic working 
philosophy in the community. Unless 
more of our business leaders learn to 
exercise their powers and responsibili- 
ties with a definitely increased sense of 
responsibility toward other groups in 
the community, unless without great 
lapse of time there is through the in- 
itiative of such men an important so- 
cializing of business, our civilization 
may well head for one of its periods of 
decline. Certainly, unless such a de- 
velopment takes place, community 
problems arising out of business activi- 
ties will present great and increasing 
difficulties. 

The world is full of contrasts. Re- 
ligion is on the defensive and sadly 
broken into new groupings. Science 
has accomplished the seemingly im- 
possible, but notwithstanding its mar- 
velous results is now questioning its 
most fundamental hypotheses. Politi- 
cal leadership is on the wane while na- 
tional and international problems as- 
sume more vital significance. The stake 
of the ordinary man in the material de- 
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velopments of the time is large, but 
these material things have apparently 
not produced a higher degree of hap. 
piness. Discontent with the existing 
condition of things is perhaps more 
widespread than ever before in history. 
The nation is full of idealists, yet our 
civilization is essentially materialistic. 
On all sides, complicated social, politi- 
cal, and international questions press 
for solution, while the leaders who are 
competent to solve these problems are 
strangely missing. These conditions are 
transforming the world simultaneously 
for better and for worse. They compel 
a complete reappraisal of the signif- 
cance of business in the scheme of 
things. 
II 


Every individual, unless he be an in- 
fant, an invalid, a moron, or a tramp, 
must work out a definite coordination 
between his own economic status and 
his social obligations and responsibili- 
ties. If he fails at either, he is a fail- 
ure as a member of society. He must 
pay his bills; he must recognize his ob- 
ligations to those around him. Before 
proceeding to an analysis of the social 
significance of business generally, let us 
understand some of the ways in which 
men attempt to correlate their individ- 
ual economic point of view and their 
social responsibilities. 

A constantly increasing number are 
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harmonizing their economic and their 
social obligations consecutively. The 
last man of this type prominently be- 
fore us was Mr. Munsey, who went 
through life without much apparent 
sense of social responsibility until he 
got ready to make his will and then did 
something of great social importance. 
Starting at an earlier period in life and 
employing methods which are of great 
social importance, Mr. Rockefeller and 
Mr. Carnegie also made a consecutive 
harmonization of their personal and 
their social responsibilities. 

Then there is another group of men, 
constantly increasing in numbers, who 
with their right hands practice their 
business in accordance with the stand- 
ards of the time, and with their left 
hands turn themselves into constructive 
philanthropists or community workers. 
A multitude of men of this type devote 
their energy and means after business 
hours to constructive community activi- 
ties. The possibility of arousing them to 
a sense of social obligation is clearly 
shown by the financial and personal sup- 
port given in this country to all forms 
of educational and philanthropic work. 
Both these types of individuals will 
continue to develop in numbers and will 
continue to serve community purposes 
well. 

Most important of all, because deal- 
ing with the core of our problem, is a 
third group, up to the present time too 
few in numbers, and including some 
men from both the other groups. The 
members of this group are trying con- 
stantly, with sound appreciation of sig- 
nificant tendencies and _ far-sighted 
vision, to work out their own business 
relationships in ways which contribute 
to social progress. We need vastly more 
of such men. It is this third group 
which must develop and increase if the 
stresses to which the activities of scien- 
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tists subject our civilization are to be 
relieved and controlled. The socializ- 
ing of industry from within on a 
higher ethical plane, not socialism nor 
communism, not government operation 
nor the exercise of the police power, 
but rather the development from within 
the business group of effective social 
control of those mechanisms which have 
been placed in the hands of the race 
through all the recent extraordinary 
revolutionizing of material things, is 
greatly needed. The business group 
largely controls these mechanisms and 
is therefore in a strategic position to 
solve these problems. Our objective, 
therefore, should be the multiplication 
of men who will handle their current 
business problems in socially construc- 
tive ways. 


II 


The social responsibility imposed on 
the business man of today is a logical 
outgrowth of the developments of 
science which so largely affect not only 
the economic and material things in our 
lives, but our whole attitude of mind. 
The law of gravitation, the laws of 
thermodynamics, the hypotheses of the 
molecule, the atom, and later of the 
electron, have solved so many prac- 
tical material problems and, with 
the developments of astronomy and 
with: the evidences of evolution, have 
compelled such a _ revision in our 
concepts of time and space that a 
multitude of men, including many 
even in the scientific group, have lost 
their sense of social values. Notwith- 
standing the increasingly critical nature 
of our human problems, one still sees 
comments to the effect that these mate- 
rialistic assumptions of science furnish 
all that is needed not only to maintain 
and develop civilization, but to assure 
the race a glorious future. 
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For many, the majesty of the con- 
cepts of law and order introduced into 
the universe by scientists has been lost 
in materialism consequent upon new 
definitions of time and space, of the in- 
finitely great and almost infinitely small. 
Men have lost much of their fear, but 
with it have gone hope and a sense of 
responsibility. It makes little differ- 
ence what may be the metaphysical or 
religious background of the scientist 
himself. He talks to the layman always 
from the standpoint of his mechanistic 
working hypotheses of invariable, nat- 
ural laws, and since these working hy- 
potheses produce such extraordinary 
revolutionary effects, the man on the 
street absorbs the whole thing as a 
mechanistic, selfish working philosophy. 

Important groups of scientists and 
philosophers revolt against the implica- 
tion of these purely materialistic work- 
ing hypotheses, and recent develop- 
ments in scientific thought seem to de- 
mand a more idealistic philosophy even 
in the interests of science itself. Unfor- 
tunately, however, the scientist’s need 
for a more idealistic point of view is 
felt only in the more abstract ranges of 
scientific thought. The men now using 
the ordinary working hypotheses, when 
compared with the bulk of the commu- 
nity, constitute a group of extraordinary 
idealism. Yet the immediate result of 
their activities has been an essentially 
selfish working philosophy. The crea- 
tive scientists have lost control of the 
consequences of their thinking and have 
placed a heavy burden of responsibility 
on other groups. This burden is the 
heavier because nothing in the hun- 
dreds of thousands of years that the 
human race has been developing pre- 
pares it for rapid changes in environ- 
ment; all the practical developments of 
scientific thinking, including power, ma- 
chinery, and factories, railroads and 
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automobiles, the fast mail, the tele. 
graph, and wireless, have revolution. 
ized both our intellectual and material 
environment within a few decades, 

Our biological progress keeps its 
measured tread while the new problems 
of civilization force themselves upon us 
with startling rapidity. It is not at all 
strange, therefore, that the early ad. 
vances of the Industrial Revolution 
brought about shocking abuses of the 
mechanism of production and distribv. 
tion. Fortunately for us, the abuses 
connected with this development were 
less serious here than in England, but 
civilization one hundred years after the 
worst of these conditions has been 
changed is still suffering here as well as 
in England, and will still be suffering 
a long time to come from the mistakes 
which arose from the failure of a natu- 
rally selfish race under the mechanistic 
development surrounding it, to acquire 
or subject itself to adequate social con- 
trol. 

I do not wish to be understood as 
regretting these developments in pure 
and applied science nor the readjust- 
ments they compel; I am simply point- 
ing out that the marvelous accomplish- 
ments of the scientists have placed upon 
other groups heavy responsibilities 
which must be faced immediately. 
These responsibilities are so serious 
that for an indefinite period in the fu- 
ture they call for the highest type of 
leadership and, when coupled with the 
international relations to which they 
are so closely related, they constitute 
central problems in the orderly evolu- 
tion of society. 

The race must learn how to deal 
with problems arising out of a rapidly 
changing environment. Since these 
changes result mainly from the control 
over nature through the developments 
of industry, the solution of the prob- 
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lems involved is to be sought in large 
measure in business phenomena. An 
fact, most of the new problems facing 
us, except the racial and non-economic 
problems of international relationships, 
find their roots in business. 

Among the many problems arising 
out of the new scientific developments 
is the momentous labor problem, re- 
quiring for its solution far more knowl- 
edge and consideration for human 
nature and of the physiological and psy- 
chological bases for the actions of men. 
Involved in this problem is the removal 
of the fear of losing the job and of 
unemployment, so deeply impregnated 
in the mind of the laborer; the possi- 
bility of extending sound social pro- 
grams into the living conditions of men 
without either paternalism or pauperi- 
zation; and relief from the monotony 
of routine and the restoration of pride 
to the workman. 

We must decrease the costs of distri- 
bution and thereby reduce the discon- 
tent caused by the great difference be- 
tween producers’ selling prices and 
consumers’ costs. Ways must be found 
for ironing out the business cycle, thus 
eliminating devastating periods of al- 
ternate speculation and depression, with 
their corollary contribution to unem- 
ployment. Certain problems of cor- 
porate control must be studied, to the 
end that the spirit of trusteeship on 
the part of corporate managers may be 
in some cases brought about and in 
others strengthened. _ International 
trade offers opportunity for study and 
development in ways which will reduce 
the possibilities of war and contribute 
to our ability to live with other peoples. 
A definite spreading of the social point 
of view should serve as an incentive for 
men with wide business background to 
take an active interest in governmental 
affairs along broadly social lines, as 
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many lawyers formerly did, and not 
narrowly because their influence upon 
legislatures may result in the further- 
ance of their special interests. 


IV 


Science, the church, the law, are not 
today in a position to furnish the lead- 
ers for the solution of the social prob- 
lems arising out of these changes; such 
leaders must come largely from business 
itself. No one of the other groups is 
in a position where its activities are 
directly related to those results of 
science which have caused discontent. 
The scientist, the teacher, and the 
churchman may influence individuals 
who will be in positions of responsibil- 
ity, but they have no direct control over 
the underlying forces. The huge eco- 
nomic structure which has been built up 
on the basis of scientific advances is in 
the hands of business men, and the 
leadership required is the socially 
minded leadership of men who harmon- 
ize their selfish economic point of view 
and their social objectives with strong 
emphasis on the side of social responsi- 
bility. 

For the individual members of some 
groups, the harmonizing of the two 
elements, the one personal and eco- 
nomic, the other social, is a compara- 
tively simple matter. For example, the 
churchman, the doctor, the teacher, and 
the research man all make their living 
out of the practice of their social obli- 
gations or the fulfillment of their social 
opportunities. It is a relatively easy 
matter for a high-minded man going 
into any of these fields to sustain the 
balance that on the one hand maintains 
his economic standing, and on the 
other hand, makes his living a real 
social service. Moral issues in his own 
conduct rise with comparative rareness. 





410 


In these groups the social point of view 
is well sustained, but none of these is 
in the position of power and responsi- 
bility in which the business man finds 
himself today. None deals directly 
with the sources of our problems. 
Perhaps more than most groups, the 
church has failed to keep pace with 
changing conditions. Its unfortunate 
effort to sustain the historic founda- 
tions of theological dogma against the 
practically conclusive demonstration of 
the scientist has seriously limited its 
real capacity to influence the ethical, 
social, and idealistic sides of mankind. 
Competent constructive leaders in the 
religious field for the most part have 
been and still are lacking. These prob- 
lems, therefore, have to be faced with 
less relative assistance from organized 
religious bodies than would have been 
true at any other period within the last 
few centuries. The church must redefine 
religion itself in terms which cannot be 
shaken by the progress of science be- 
fore it can prepare others for a chang- 
ing environment. When this occurs, we 
may hope to enlist the forces of re- 
ligion behind and with the constantly 
increasing group of men who without 
definite church afhliations have a 
thorough, fundamental belief in the 
general purpose of life, and are ready 
to cooperate for the advancement of 
civilization and the raising of ethical, 
social, and fundamental religious stand- 
ards. No such program can be worked 
out, however, without a thorough study 
of conditions by men of real ability. 
To my great personal regret as a 
member of the bar, it seems also clear 
that we cannot expect to find the 
needed leadership in the legal profes- 
sion. So long as the lawyer was the 
trusted adviser of his community, the 
man to whom a large part of the com- 
munity turned in times of stress, the 
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man who at home and in the broader rather 


community outlook represented his in vie\ 
town or state; so long as such was the existin; 
typical condition of the Practicing [ am | 
lawyer, he found it simple to correlate counte: 
his economic status and his social obj. velopn 
gations. Without question, from some. busines 
where around the year 1775, when the is in 
legal profession started in this country, in solv 
the lawyer who was a real leader re. us by | 
ceived his major satisfactions from his its soc 

f arouse: 


social function. To him, the earnir 
his livelihood was a comparatively .». 
cidental matter. When the lawyer 
ceased to be advisory leader and sound 
counseilor and, following the creation 
of large city business law firms, went 
definitely to work as the servant of the 
business man, mainly doing his will, he 
lost something and the community lost 
a great deal. We see the result in the 
low state of our criminal law at the 
present time. It is inconceivable that 
the criminal law could be in its present 
flabby condition if the best lawyers had 
paid attention to it. It is likewise in- 
conceivable that the serious delays inci- 
dent to the administration of justice, 
both civil and criminal, could continue 
so long if the best men were actively 
working to improve conditions. Indeed, 
one questions whether some of our 
ablest lawyers really desire to eliminate 
the possibility of delay. Delays often 
form a very useful means for accom- 
plishing business ends. 

These conditions exist in the law be- 
cause the men of real imagination and 
ability in the legal profession have not, 
on the whole, retained their social 
point of view or used their talents to 
solve the increasingly complex problems 
of our organized community. The earn- 
ings of individuals are in general no 
longer subordinated to the opportunity 
for service. The profession has be- 
come largely an auxiliary business 
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-ather than a learned profession. But 


‘1 view of the close relationship now 


S existing between the law and business, 


| am far from hopeful of any radical 
counter development unless a similar de- 
velopment takes place simultaneously in 
business. As things stand today, the law 
is in no position to assume leadership 
in solving the problems imposed upon 
us by scientific developments, and even 
‘ts social consciousness is little more 


| aroused than that of the business group. 


It is like business and unlike the other 
professions mentioned, in that the har- 
monizing of selfish and social values is 
presented in its most difficult forms. 


V 


In contrast with the earlier groups 


} which I discussed—the churchman, the 


teacher, and the doctor—the business 
man and the lawyer are constantly deal- 
ing with moral issues. Problems of 
right and wrong arise with such con- 


> sistent frequency that the need for care- 


ful thinking and high standards is espe- 
cially great in these fields. The moral 
strain to which the young man is sub- 
jected in entering the church, medicine, 
or teaching is far less than in law or 
business. The temptation to subordinate 
the social and ethical aspects of life to 


material success is not nearly so great 


as in law or business. On the other 


hand, if one realizes that all types of 


service which are open to the men in 
any of the other professions are also 
open to the young men entering busi- 
ness, there is a tremendous challenge to 
maintain youthful idealism among sur- 
roundings where the major problems of 
the next few generations must largely 
be solved. The business group, by acci- 
dent of its position in control of the 
mechanisms of production, distribution, 
and finance, is in control of those re- 
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sults of science from which most of our 
discontent arises. 

The social responsibility of the busi- 
ness man, therefore, is inescapable. Yet 
in one respect the business group is less 
favorably situated to solve these prob- 
lems than the legal group. It lacks a 
sufficient number of broadly equipped 
men; it lacks the requisite intellectual 
background and the large groups of 
rigorously trained men. Our usual train- 
ing in business, still carried on mainly 
within industry itself, is too narrow, 
too much specialized in the particular 
concern; it gives too few points of view 
on the social importance of business. 
No profession can really develop which 
does not have an intellectual content 
shaped broadly by many men, and this 
condition does not yet exist in business. 
There are professional men of business, 
but business as a profession is develop- 
ing rather than already in existence. It 
is peculiarly dificult to make the in- 
dividual business man understand his 
opportunities and his responsibilities in 
harmonizing his economic and social 
obligations, because there has been in- 
adequate analysis and inadequate state- 
ment of the problem. 

The individual rarely understands 
the social aspects of his business re- 
sponsibilities. He does not know 
enough about what happens in other 
people’s business, what the precedents 
are, what the theoretical aspects are, 
and what are its social implications and 
its international relationships. In other 
words, business men have not attained 
a basis for working out their social re- 
sponsibilities. It is obvious to any 
serious-minded observer that while a 
large number of men during the last 
150 years have tried to work out their 
social obligations through business, this 
segment of the business group has never 
been large enough to destroy the gen- 
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eralization that business as a whole has 
developed along essentially selfish and 
materialistic lines. The vast resources 
of the country have attracted men of 
imagination into industry, but the size 
of the opportunity and the novelty of 
the conditions have slowed down the 
development of an adequate intellectual 
background or social consciousness. 

One thing clearly needed, therefore, 
is a sharper definition of the place of 
business in relation to such problems, 
and of the duties, responsibilities, and 
opportunities of business leaders. Busi- 
ness men busy developing a continent 
and business educators in the midst of 
the rapid development compelled by an 
overwhelming influx of students have 
not yet studied sufficiently the social 
aspects of business. As a result, many 
ethical situations are developing which 
present serious dangers, and _ short- 
sighted policies continue to pile up trou- 
ble for the future. 

These social aspects of business can 
be carried back into religion, into ethics, 
into metaphysics; but no matter what 
the starting point is, there are certain 
aspects of the subject which compel a 
broad consideration of our social organ- 
ization. The particular basis for the 
investigation, whether it be religious, 
ethical, humanitarian, or philosophical, 
is for present purposes relatively unim- 
portant, but if the analysis of business 
stops short of a real effort to place the 
importance of business socially, it will 
inevitably fail to give a correct perspec- 
tive on the situation which the business 
man faces. 

In the past, the greatest men have 
probably made their contribution to reli- 
gion, to science, or to literature and the 
fine arts. Great men in these fields 
have exercised a type of long-term 
leadership which is often infinitesimal 
in its immediate effects, but which is 


progressively of greater importance a 
the centuries go by. The military ang 
political leaders, while infinitely more 
powerful at the moment, have for the 
long period exercised far less influence 
than the other type of men. Yee there 
are in the whole field of business, so fa; 
as I know, no individuals who haye 
exerted an influence on human thought 
comparable to that exerted by the best 
men in any of these other groups. The 
balance should now swing to the other 
side. Science in the process of remak. 
ing the world has created new needs 
and placed new values on a type of lead. 
ership, both current and _ long-time, 
which shall fit the world to live in its 
rapidly changing environment. Since 
so many of the problems are business 
problems, we must develop business men 
who can cope with them. Leadership 
is the primary need in the solving of 
every great problem, for important re- 
sults are nearly always attained through 
the work of a few men of outstanding 
ability. The necessary business leaders 
must be developed in part from the 
rapidly growing group of men in bus 
iness who realize the lack of satisfaction 
involved in money making per se, and in 
part from men who enter business with 
definite social objectives. From the 
business group great educational and 
philanthropic enterprises have arisen in 
the past. We now need leadership in 
the direction of sound social progress 
exercised within business itself. We must 
use every available influence to restore 
a sounder sense of relative values. The 
possession and control of material 
things must be subordinated to a reali- 
zation of more enduring types of sat: 
isfactions which arise out of one’s broad 
constructive relationship to the organ 
ized society of which he is a part. 

If we consider the period since 1900 
as a unit, it must be apparent to every: 
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one that the forces of discontent are 
growing with a rapidity which should 
challenge every business leader who 


eas 
and 


nore 
* the realizes this responsibility to build up 
ence his intellectual background and his social 
here point of view so that he may help re- 
) far move the causes which bring this dis- 
have content and use his control over the 
ught mechanism of production and distribu- 
best tion in such ways as to make the race 
The happier. It is not enough, however, to 
ther place the responsibility of social prog- 
nak. ress upon hoped-for leaders. Left at 
eds that point, the statement of the problem 
ead. does not define how the man on the 
ime, street is to help and how his function is 
| its of critical importance. 
ince If our civilization is to continue an 
ness orderly evolution toward better things, 
men we must interest in social progress 
ship through industry a much greater num- 
- of ber of men with capacity for outstand- 
re: ing leadership. It is in interesting such 
ugh leaders that the job of the ordinary man 
ing lies. The type of leadership we develop 
lers is mainly a question of environment, 
the and this is largely dependent on the tri- 
us. bal point of view—on the ordinary man. 
ion In other words, if the community gets 
J in this social point of view, if it rather 
ith questions mere money-making, if money- 
the making without social standards is 
ind frowned upon and if real social accomp- 
in lishment is right royally esteemed, we 
in shall get the requisite leaders. The 
ess approval of the tribe largely determines 
ust the type of leadership exercised by its 
ore leaders. All of us have a definite chance 
‘he to use our own abilities socially, not only 
ial by doing things that are immediately 
ili- about us in socially sound ways, but by 
at: influencing the development of socially 
ad sound leadership through expecting 
in- something more than mere money-mak- 
ing and through honoring sound social 
00 accomplishment. 
ry The development of the needed lead- 
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ership within business will contribute 
toward the professionalization of busi- 
ness. With this development we must 
constantly watch out for the danger 
which faces any profession, the tendency 
to defend existing conditions by building 
dams to preserve them. 

Such an attitude in the profession of 
business would be for the long pull defin- 
itely anti-social, for it would inevitably 
help to accumulate a flood of discontent 
fraught with increasing dangers. The 
profession of business, to be successful 
in solving its share of the social prob- 
lems of the next few generations, must 
avoid the kind of reactionary attitude 
which strengthens the forces of discon- 
tent and revolution, and must seek con- 
stantly new ways in which it may con- 
tribute to a socially sound evolution. 
Professor Whitehead says, with ref- 
erence to the scientific professions, that 
professionalism has been linked with 
progress. The linking of the scientific 
professions with progress in their fields 
has brought dangers into the world 
which require the creation of a profes- 
sion of business which shal! link itself 
with sound social progress. 

How is social control of these forces 
to be attained? To secure it is not a 
short job. It took the English speaking 
portions of the race at least two cen- 
turies under favorable conditions to 
work out effective social controls for 
such a relatively simple idea as credits, 
with notes, mortgages, checks, and ex- 
changes of one sort or another. During 
a large part of the time, that simple 
idea was abused to an extent surpassed 
in the recent history of western civiliza- 
tion only by the early abuses in England 
connected with the Industrial Revolu- 
tion and the development of factories 
and factory management. At the end of 
two centuries, by a process that had in- 
cluded almost the creation and certainly 
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a large part of the development of a 
whole system of jurisprudence, namely, 
our equity law and courts, society suc- 
ceeded in getting a high degree of work- 
ing control over the mechanism of 
credits. The equity courts carried out 
well the major objectives of the com- 
munity, fixing the bounds of control of 
credits at a high level. But the legal 
development was not the final stage; 
socialization still continues to develop 
in various ways which are beyond the 
scope of this body of law. 

To cite one example of this trend of 
thought within the field of credits, the 
activities of our stock exchanges, with 
the passing of millions upon millions 
of values on the nod of the head, have 
progressed beyond any possible devel- 
opment of legal compulsion in the way 
of social control. The highest social 
values and ethical standards are at- 
tained after the law has done its work; 
through the further development that 
comes as men in particular groups learn 
to live under the most comfortable 
conditions together and with the com- 
munity. 

The whole illustration, the fact that 
a simple idea could upset the daily deal- 
ings and almost the foundations of 
jurisprudence in a community as simple 
as England at that time, shows how 
very difficult it is for the race to cope 
with radical and rapid changes in en- 
vironment. Yet the changes which have 
come about through the work of the 
scientists are of far wider scope and 
importance than those brought about by 
the idea of credits. 

For various reasons, less help can 
be expected from new law created by 
the courts than was obtained in solving 
problems connected with the control of 
credits. 

Our community has acquired the 
unfortunate habit of relying upon 
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piecemeal legislation as a cure-all for 
the problems which were formerly met 
by orderly evolution of common |ay 
and equity jurisprudence. This, of 
course, results in part from the failure 
of our multifarious courts to respond 
to community needs and to meet oy; 
rapidly changing conditions with suf. 
cient rapidity, but it has very unfor. 
tunate effects. It places on our legisla. 
tive bodies the burden, which they are 
ill equipped to bear, of meeting new 
legal problems in ways which shall tend 
toward long-time solutions instead of 
immediate expediency. More serious 
still, it furnishes on the one hand 3 
constant temptation to all kinds of 
special interests to secure selfish results, 
and on the other, lends itself to serious 
demagogic attacks on essentially sound 
conditions. Broad, constructive legisla- 
tive treatment of important social 
problems which arise out of the in- 
dustrial developments of our times is 
peculiarly rare. Furthermore, the free- 
dom with which legislative bodies en- 
act laws to cover anything under the 
sun tends to keep the courts from ap- 
proaching new problems with the same 
originality, daring, and wisdom that 
characterized the English courts of that 
earlier period. The tendency always |s 
to leave really constructive advances to 
legislatures, and the results are far 
from happy. 

More reliance in the solution of our 
problems must therefore be placed on 
the creation of sound intellectual, social, 
and ethical standards and on the devel- 
opment of leadership outside the courts 
and the law than was formerly the 
case. Both the further development of 
the common law and the specific aid of 
legislation will be needed to determine 
the minimum bounds of social control 
under these changing conditions, but the 
increasing complexity of our comm 
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nity in itself makes the legislative ap- 
at its best less effective than 
formerly, and we are far from being 
able to use the best legislative methods. 


proach 


VII 


Within business itself there are many 
forces at work which tend to bring 
about the desired results. One of the 
} important aids, without which the task 
would probably be insuperable, is the 
fact that in many business problems 
intelligent and far-sighted self-interest 
brings socially sound conclusions. Little 
in history warrants an assumption that 
the mass of men can be developed to 
the point of altruism, and therefore we 
* must use the motive of self-interest to 
its maximum of sound social service. 
) Nevertheless, the viewpoint of in- 
Ftelligent self-interest will not alone 
serve our purposes. Legal control of 
industry must fix from outside certain 
) minimum standards. Intelligent  self- 
| interest can be used to justify the thug, 
| the fly-by-night, the bank officer who 
J uses his position to maneuver his cus- 
} tomer into a position where he may 
profit individually from the customer’s 
distress, or the creed of Shylock. All 
these must be controlled by law. Most 
of the higher developments, however, 
must be from within. Fortunately, many 
essential social objectives may be accom- 
) plished by creating a real intellectual 
background for business, and through it 
/ an adequate appreciation of the dis- 

tasteful long-time results which follow 
action determined solely from short-time 
points of view. In the largest number 
of business,situations, sufficiently trained 
and far-sighted self-interest will dictate 
) that the established business or the in- 
' dividual who desires long-time results 
should act in socially sound ways. The 
| scope of this motive is far wider in its 
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sound relationship to the problem of the 
business man than in its relation to the 
work of the lawyer. This in itself is 
one of the important reasons for build- 
ing up the intellectual side of business, 
for the keener the understanding of the 
business consequences which follow 
upon socially unsound practices, the 
larger the number of business men who 
will determine their policies in socially 
sound ways. We must build up the in- 
tellectual basis for enlightened self- 
interest. 

In dealing with these problems, how- 
ever, one distinction must be kept in 
mind. The individual, in handling his 
affairs, can emphasize as strongly as he 
will the social side of his activities, pro- 
vided always he maintains the respect 
of the community and his own self-re- 
spect on the economic side. When one 
is dealing, however, with managers and 
directors of corporations, whose securi- 
ties are widely distributed, the problem 
is somewhat different. While no man 
in such position has an obligation to 
make ethically and socially unsound de- 
cisions, neither has he the right to use 
other people’s property in ways which 
they might or might not approve, sim- 
ply because he feels that quite apart 
from his business the results would be 
socially desirable. It is on this basis 
that corporations customarily and justi- 
fiably refuse most charitable contribu- 
tions. The corporation manager, how- 
ever, is entirely entitled to conduct his 
business affairs with reference not only 
to the present but to the future, just 
as the trustee is always charged with 
considering both the life tenant and the 
remainderman. He is entitled, there- 
fore, to consider not only the per- 
manency and good standing of his insti- 
tution but the sound stability and devel- 
opment of his community. There is a 
growing recognition of these facts. 
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Another aspect of the situation of 
corporations is also of great importance. 
The big national corporation in its 
natural development inevitably tends to 
higher ethical standards, to more of a 
feeling of trusteeship, for the commu- 
nity and for the employee, as well as for 
the security holder. It tends in that 
direction because over a period of years 
a large organization must become rea- 
sonably trustworthy in its internal 
operations in order to continue to do 
business and to serve the essential pur- 
poses of the organization. It inevitably 
tends, therefore, to choose trustworthy 
men for its organization, and a group 
of men who so conduct themselves that 
their associates can trust them will in 
the long run be the type of men who are 
trustworthy in dealing with their public. 
You do not find the Steel Corporation 
watering its milk, and you never will. 
Moreover, the big corporation gen- 
erally emphasizes stability and per- 
manence, rather than immediate profits, 
with the result that its policies are con- 
sidered with reference to longer time 
elements, thus bringing in more factors 
of social significance. 

This tendency is sometimes counter- 
acted by a certain ponderous quality 
possessed by the large units. As a col- 
league phrases it, one does not choose 
a Mogul locomotive to chase jackrab- 
bits. Some of the smaller companies 
are always more immediately respon- 
sive to social changes, but the general 
tendency indicated clearly exists. The 
big corporations, while slow-moving, 
are one of the strongest forces for 
steady ethical advancement in business. 
They have certain dangers of dry rot 
and bureaucracy which at times disturb 
one, but we may expect that the large, 
well-seasoned, sound corporations will 
on the whole be ethically in advance of 
their times, and will lend their influ- 
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ence in favor of higher standards of 
business integrity and sounder points of 
view about business. 

Another internal force Operating in 
business is the development of group 
ethics as men in particular lines of bys. 
ness learn how to get along with each 
other and come slowly to appreciate the 
basis upon which the whole group may 
successfully deal with the rest of the 
community. The illustration given 
above of the stock exchanges is an ex. 
ample of the operation of such ethical 
forces, and other examples may be 
found in the constantly increasing num. 
ber of efforts made by particular indus. 
tries to define codes of ethics or group 
practices.’ There has been a remarkable 
development along this line in the past 
25 years, largely brought about 
through trade associations. Some of 
these efforts have naturally taken the 
form of efforts to get together at the 


expense of the community and have re- | 


sulted later in restrictive legislation 
often unwise from everyone's point of 
view, but notwithstanding this qualifica- 
tion, much is being accomplished to 
raise ethical standards. In a later ar- 
ticle I expect to discuss the basis upon 
which the ethical progress of business 
must take place. 


VIII 


After full allowance for these inter- 
nal forces, it is still unlikely in the 
nature of things that our great develop- 
ments in applied science can in any rea- 
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sonable time be adequately balanced by | 
ethical forces and that social control 


can be brought to bear through the un- 
aided efforts of industry. External aid 
is essential. Strongest of the external 
forces is public opinion—the pressure 





*See Heermance’s Codes of Ethics. 
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of community thought. This force 
works itself out in part through the 
law, but for reasons stated before this 
cannot be the sole medium. Under 
current conditions, the law in its effort 
to stop objectionable practices often 
compels changes or brings about results 
which are themselves unwise. In part, 
public opinion accomplishes its objec- 
tive through a direct response resulting 
from the widespread desire to secure 
community approval. Since the com- 
munity gets to a large extent what 
standards it expects from individuals 
and groups, sound and general public 
opinion may bring about a real con- 
tagion of health. Most of our social 
standards are made effective by the 
force of neighborhood opinion. 

Unfortunately, however, while a 
community expecting much from a 
group gets much, it is just as true that 
a community expecting little gets little. 
The low ethical standards of large 
groups of the Jews and the Armenians, 
for instance, are the definite results of 
centuries of oppression. The continued 
inferiority of the “poor white trash” 
of the South has undoubtedly resulted 
in large measure from the force of pub- 
lic opinion in making them an outcast 
class. The same was true until recently 
of the merchant class in Japan, where 
contemptuous and brutal treatment by 
the Samurai group inevitably resulted 
in shockingly low standards—a condi- 
tion which, I am told, is being changed 
with astounding rapidity in the last 
few years through relief of this pres- 
sure and the simultaneous influence of 
education in the higher commercial 
schools of Japan. 

his country has suffered less, per- 
haps, than England from an attitude 
which looks down on business as a call- 
ing, but even here young men enter 
business too frequently because they do 
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not feel competent or inclined to enter 
any of the so-called learned professions, 
rather than from a positive desire to 
enter upon a business career. Business 
has thus become in part a catch-all and 
a dumping ground into which in the 
case of many families inferior sons are 
advised to go. This point of view 
ignores wholly the intellectual, ethical, 
and social opportunities and responsi- 
bilities in this field. If public opinion 
is to be an effective force in socializing 
industry, it is important that such atti- 
tudes of mind be changed, but it is 
equally necessary that the change 
should be discriminating, and that 
approbation should be limited to men 
who secure their business success in 
socially sound ways. 


IX 


One of the most promising ap- 
proaches to securing a more rapid bal- 
ance between scientific developments 
and social control is through education 
in our collegiate schools of business. 
Such educational work is still in the 
formative period, and its objectives 
need definition in ways which have a 
bearing on this problem. Uniformly, 
collegiate schools of business are at- 
tempting to give training which will fit 
men for executive work when they have 
established themselves—they are trying 
to train for leadership. They have not 
yet analyzed or emphasized, however, 
the social responsibilities of business 
sufficiently to assure that the leadership 
so evolved will expend its efforts in so- 
cially sound ways. Three things become 
the task of such schools if they are to 
train leaders who will contribute to the 
solution of these problems, namely, 
thorough intellectual training which 
will enable the student to think broadly 
and soundly about the problems he 
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must face in business; depth and per- 
spective on vital social problems which 
will enable him as he practices his pro- 
fession to think of both present and 
future with a clear conception of their 
significance; and preparation for the 
moral issues which will constantly pre- 
sent themselves to him in practice. 

All who are participating in the 
rapid development of business educa- 
tion are keenly alive to the necessity of 
the first of these three—the intellectual 
training needed to handle current prob- 
lems with a wider knowledge of busi- 
ness than is now typically possessed by 
men who have secured their training 
within industry. Much research is be- 
ing carried on to secure the necessary 
background for such instruction, and 
business men are aiding this research 
generously. While the objective is no- 
where attained, real progress can be re- 
ported. Broad study is being given to 
contemporary problems. 

One speaks with less assurance of the 
depth and perspective with which our 
problems are considered, and conse- 
quently of the quality of instruction now 
being given, on the social significance of 
business problems. Research into the 
past has less appeal to the business 
man than the study of contemporary 
problems, and funds are not so readily 
available. Yet for the long pull the im- 
portance of such studies is paramount, 
and resources must be found to make 
intensive studies of the genesis and de- 
velopment of business problems and 
the social currents which create them or 
which they create. I am not discount- 
ing the work of the economic historians, 
but just as I believe that much economic 
theory will be developed by schools of 
business because of the opportunities 
which the close contacts with industry 
and the facts of industry afford the 
faculties of these schools, so I am con- 
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vinced that we need economic or busi- 
ness historians working in the environ. 
ment of business faculties and Writing 
to the business man with an intimate 
appreciation of his viewpoint and prob. 
lems. Until this is done, the instruction 
given in business schools will in this es. 
sential phase of the work be inadequate, 

The third problem of the schools— 
their problem of preparing men for the 
ethical dilemmas they must face—is one 
of great difficulty. We can hardly hope 
to create moral fiber. We can and 
should present to the student, while he 
has time for consideration free from 
the pressure of circumstances, the more 
common ethical dilemmas of business. 
The sound ethical standards of the 
young man are far more likely to be 
preserved in later periods of stress if 
this is done. 

Because of the peculiar nature of the 
problem, however, reliance should not 
be placed entirely upon classroom work. 
Personal human contacts between in- 
structors and students are particularly 
essential, because the situation is in one 
respect different from that in training 
for any other profession. The church- 
man, the doctor, and the lawyer, in their 
professional training are surrounded by 
the traditions of centuries. When the 
student talks with the practitioner, he 
hears the accepted ethical standards of 
the profession. It is a curious illustra- 
tion of the lower esteem of business 
compared with the older professions 
that, when the business student talks 
with the business man, the latter, instead 
of putting his own ethical best foot for- 
ward, often becomes cynical and rather 
scofing. The young man hears the 
exact reverse of what a student training 
for the other profession hears; not the 
best point of view of the profession, 
but too frequently a more mercenary 
point of view than exists in the actual 
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practice of the business man. Too 
often, also, the higher point of view 
when expressed has about it a certain 
air of smugness which proceeds from 
complete failure to understand the sig- 
nificance of social movements. 

In order to overcome this handicap 
and to bring home to the students the 
social importance of the formative pro- 
fession he is entering and of his own 
attitude toward it, we must deal with 
him first as a human being, and it will 
help greatly if we can surround him 
with influences that will bring out the 
permanent satisfactions in life which 
this social point of view gives. Without 
such a social point of view, business 
education misses its maximum signifi- 
cance. To give this requires close per- 
sonal contacts between teacher and 
student. 


X 


It is important that our long-time 
judgment of conditions should not be 
too much affected by the present appar- 
ent decline in the forces of radicalism. 
The shocking conditions resulting from 
the revolution in Russia, the upset con- 
ditions in Europe generally, a certain 
element of emotional fatigue following 
the War, have combined with good 
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times here to obscure, I believe tem- 
porarily, fundamental conditions of real 
seriousness. These various forces, to- 
gether with the conservative influence 
of widespread ownership of property 
through the distribution of securities to 
large numbers of people, and perhaps 
most important of all, the ethical and 
religious revolt of the fundamentalists 
against the sheer, cold materialism 
which to’them means science, will all 
work for greater or less periods of time 
to hold in abeyance the forces of dis- 
content. But as time goes on, all these 
elements may and nearly all must be- 
come less and less effective. The period 
of time thus offered should be used by 
thinking men interested in the orderly 
evolution of civilization in the effort to 
reconstruct a working philosophy which 
has an idealistic basis far away from 
what Stevenson called ‘‘the truly quaint 
materialism of our view of life’; and 
this time should particularly be used by 
the business group and those interested 
in business education in working toward 
methods of doing business which are 
sound socially, as steps in the progress 
of civilization. Such a basis for busi- 
ness must be sought through the con- 
stant discovery of better and better 
ways in which men may live together. 








BUSINESS EDUCATION AS ENVISAGED 
BY THE SCIENTIST’ 


By LAWRENCE J. HENDERSON 


wise and beautiful address, sum- 

ming up the opinions of a Euro- 
pean and of a philosopher, treating the 
question from the broadest and most 
general point of view, leaves me noth- 
ing of that kind to say. If I had tried 
to express such general opinions, I 
should have said more feebly, less per- 
fectly, and far less successfully, much 
that he has said and I should have 
added, I think, nothing important. 

It is for me to speak from the stand- 
point of one who as an American is 
closer to the problems of American 
education, who as a scientist is looking 
at things somewhat more concretely, 
and who as a medical man—at least by 
training—is looking at problems of pro- 
fessional education within a university; 
and I shall try to say a few words from 
these points of view. 

As you have seen from what Profes- 
sor Whitehead has said and as you 
well know, universities are not lacking 
in self-respect or in self-esteem, and 
they are manifestly, their faculties and 
their graduates, somewhat critical of 
the new schools of business administra- 
tion that are finding a place within the 
universities. Let me try, then, first to 
express such doubts and uncertainties as 
I myself feel concerning the scope of 
the faculties of business administration. 
It is necessary, as Professor Whitehead 
has implied, in considering the univer- 
sity, to distinguish at least partially 
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* Address delivered at the spring meeting of the 
American Association of the Collegiate Schools of 
Business, May 6, 1927. 


between education and research. I shall 
first speak about questions of education, 

In America today, with the great in. 
crease in the number of students, with 
the rapid increase in the faculties, 
there has grown up, in addition to that 
type of education which Professor 
Whitehead has so well described, an. 
other type of education which may be 
likened to mass production. The ten- 
dency is more or less inevitable, and it 
is certainly dangerous. At every point 
in the universities and in special schools 
of all kinds, methodical, systematic edv- 
cation of groups without due regard to 
the freedom of the individual is often 
the rule. This device which we see on 
every hand is perfect for certain pur- 
poses. It leads in the end to effective 
work on the part of those who are— 
if I may say so—‘produced” by the 
process, effective work of a kind which 
without some methodical training some 
of them would be incapable of. Ina 
great country where, in many respects, 
the standards of secondary education 
are low, it serves an extremely useful 
purpose for the moment. But as | 
have seen it in medical schools—and | 
believe the analogy with the schools of 
business administration is nearly per- 
fect in a good many ways—as I have 
seen it in medical schools, it has had a 
serious effect from which the medical 
schools for the last 20 years have been 
struggling to escape. 

I have the impression that, aside 
from those emotional or sentimental 
criticisms of business schools which | 
believe to be meaningless or at least 
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without substantial foundation, there is 
od reason for criticism because of 
the tendency of American business 
schools to follow this practice of other 
American professional schools and of 
schools of a lower order. Perhaps they 
even tend to exaggerate it and to take 
the lead in educational “efficiency.” 
And this is a serious danger. 

Speaking as a man of science and a 
professional man, I should like first 
to make the point, in criticism of what 
seems to me the present situation, that 
here is one danger which the business 
schools must seriously consider, and, if 
they are to win in the universities a 
place fully equal to that of the other 
faculties, they must meet it. The con- 
dition is very dificult even to under- 
stand because, whatever its defects, it 
is perhaps true that this modern tend- 
ency corresponds to a real need of the 
changing social order. 

Nobody is able to say how many 
men there are born into the community 
who are capable of receiving a genuine 
higher education. It seems not unlikely 
that the number is very much less than 
the number of those who actually pass 
through the universities. Perhaps a 
far smaller number of men than those 
now in the universities are capable of 
taking part in university life in the man- 
ner which Professor Whitehead has de- 
scribed. Until it shall become possible 
to judge of this growth, the solution of 
our problem will be difficult. 

At the beginning of this century, 
when I was a student in the Harvard 
Medical School, the work was of a 
thoroughly routine character. It is true 
that attendance at lectures was not re- 
quired, that attendance at section work 
Was not required, but in spite of that, 
public opinion was such that most men 
found it exceedingly difficult to avoid 
that work. I well remember that there 
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were then in the school three or four 
men, of whom I was one, who have 
since become active in medical research, 
in the study of physiology, pathology, 
and the like, who did, in fact, neglect 
their routine work, who deliberately 
put themselves outside the machine. 
And I remember also that we were 
looked upon as social outcasts, that we 
had to summon to our support a good 
deal of fortitude in order that we might 
effectively pursue the things that we 
ourselves thought most valuable. 
Times have changed. I think they 
first grew worse. With the improve- 
ment of laboratories, the tasks required 
of the students multiplied; the hours 
which they were obliged to devote to 
the routine studies of the curriculum in- 
creased. Finally we came to a break- 
ing point, and within the last 10 years 
there has been in each of the best med- 
ical schools of the country a reduction 
of the amount of regular routine work 
provided for the students. Also there 
has been such a change of the arrange- 
ments in other respects that it is now 
understood that exceptional men may 
follow exceptional paths. But this has 
been possible probably only because in 
the best medical schools the number of 
students is limited, is, in fact, smaller 
than the number of those seeking ad- 
mission. Accordingly, it has been pos- 
sible to select—I do not say with great, 
but with fair success—students of su- 
perior quality, and we are, accordingly, 
in the best medical schools working not 
with everyone who seeks admission, but 
only with men who may often turn into 
the imaginative students described by 
Professor Whitehead, who take their 
full share in the life of the institution. 
I do not know how far it is possible 
or desirable to restrict admission to 
business schools, or how far the great 
number of the students whom you re- 
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ceive constitutes an inevitable difficulty 
which imposes upon you methods which, 
however useful to the community, are 
not those of an ideal university. I think 
we realize in the medical schools today 
that our older methods are not the 
methods of an ideal university, that we 
must more and more seek to escape 
from them, that we must more and 
more strive for a school which has less 
rigidity, which has a less methodically 
worked out curriculum, in which there 
is a greater and greater freedom for 
the individual student. 

There is another aspect of the prob- 
lem of business education to which it 
may be permissible for me to refer. 
Business education, as professional edu- 
cation, may be compared with educa- 
tion in law, in medicine, in engineering, 
and in theology. But business differs 
in its relations to knowledge from all 
of these other professions. On the 
one hand, like law, it lacks what med- 
icine and engineering possess, founda- 
tions in the mathematical and experi- 
mental sciences. The foundations of 
engineering and medicine are math- 
ematics, physics, chemistry, and biology. 
That is a priceless advantage for the 
schools of engineering and medicine, 
because these sciences are well devel- 
oped; they make in every respect a 
suitable foundation for the work of in- 
telligent and superior men. This ad- 
vantage at the present time is denied 
to law and business, because there is 
neither in the field of law nor in the 
field of political economy, nor in the 
field of sociology, nor in the field of 
psychology, anything to compare with 
the more fundamental sciences that I 
have referred to. 

On the other hand, as compared with 
law and theology, it seems to me that 
business has at least one advantage. 
Law and theology both represent arti- 


ficial systems of thought. In many re. 
spects that may be an advantage, as 
it is no doubt a convenience, but it js 
certainly a disadvantage for those who 
are seeking a scientific foundation of 
things, because artificial systems of 
thought and scientific ways of thinking 
are in conflict and have always been 
in conflict. From this disadvantage 
business need not suffer. For even 
though business itself does not directly 
rest upon the substantial foundations of 
the physical and biological sciences, yet 
the activities of the world of business 
through the engineering profession and 
in other ways do rest upon these sci- 
ences. Here is an important connec. 
tion between the business schools and 
the scientific world, which may ulti- 
mately be of some profit to business 
and also to science. 

However this may be, there is one 
aspect of science with which the schools 
of business must sooner or later be 
closely connected, which they must take 
interest in and promote, and that is the 
study of human biology. 

The Industrial Revolution, or put- 
ting it more generally, the economic and 
social changes of the last century and a 
half, have produced a new environment 
in which men live. They live a differ- 
ent life. The activities of their 
muscles, their postures, and their mental 
processes, all are more or less modified, 
and nothing or next to nothing is known 
about these things. Is it not fair to 
seek in such a direction a scientific foun- 
dation for a part of the activity of the 
business schools, of the business sections 
of universities? Is it not necessary 
that we should seek to know what is 
happening to human beings in industry, 
and that we should know it as well as 
it is possible to find it out? It is going 
to be possible to find it out. Physiology 
is making advances. This science which 
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antil recently has been obliged to con- 
rent itself with the study of one thing 
at a time is now able to study simul- 
taneously several activities of a man— 
the circulation, the breathing, the 
changes in composition of the blood, 
and the activity of other organs. Thus 
it is becoming possible to show how the 
connection between these activities 
varies from individual to individual. 
And so we may hope to discover the 
constitutional differences between men 
and the effects of different occupations 
as functions of differences in constitu- 
tion. 

Here, it seems to me, is one of the 
great opportunities for advance in un- 
derstanding the problems of labor. It 
is an opportunity which the business 
schools should seize, to the end that 
they may grow in understanding of 
what the men who study in the business 
schools are really going to do when 
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they pass out into the world and begin 
to control the lives of others. 

The problem of the university must 
be to combine, in that spirit which Pro- 
fessor Whitehead has described, re- 
search with education. In order to 
accomplish this end, it will always be 
necessary that there shall be men seek- 
ing to contribute to the solution of the 
most general problems that confront 
mankind. It will be necessary that the 
faculty and the student body of the 
business school shall be made up of 
men of all ages and of all stages of de- 
velopment cooperating without an im- 
mediate object in view. One of the 
most difficult problems, it seems to me, 
for the schools of business must be to 
discover great fields of study worthy of 
the prolonged attention of men who 
are interested in every aspect of human 
life. Such a field is human biology. I 


commend it to your attention. 





MANAGEMENT POWER 
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economically productive use, is 
passing out of existence with sur- 
prising rapidity. It is still possible for 
a man to own a corner grocery store or 
a small haberdashery shop; but even 
these are rapidly being replaced by 
chain stores owned by large corporate 
entities. Larger enterprises, such as 
factories, mines, industrial plants gen- 
erally, find their normal ownership and 
control in relatively large corporations. 
The personally owned business is be- 
coming a thing of the past. It is pos- 
sible for a man of means to own pri- 
vately his town house, his country house, 
his clothing and his personal effects, his 
automobiles, and property designed for 
his personal necessities and pleasures. 
But his funds put out to economic uses 
almost of necessity find their way, 
through the medium of investment 
bankers, into the capital structure of 
corporations. There are exceptions to 
this trend, of course; agriculture is still 
primarily a private occupation; so is 
the export and import business. But the 
broad movement is in another direction. 
The tendency suggests only one his- 
torical parallel. This is the transition 
which occurred in the early Middle 
Ages from private ownership of land 
(land then being the chief field in which 
capital could be invested) toward feudal 
control. The landowner of that day, 
needing the assistance, protection, and 
government of a stronger force than 
any he could exercise, put his lands un- 
der the control of a duke or overlord, 
taking in return his lord’s oath to pro- 


ame property, as applied to 
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tect and maintain him upon certain 
terms as vassal in the occupation of the 
property. The parallel is not absolute 
because it contemplated continued ac. 
tivity by the vassal; but in broad impli. 
cation it suggests a similar situation. 
Today, a man with $1,000 to invest 
places this in the hands of a corporate 
management, taking in return the obli- 
gation of the corporate management to 
give him some stipulated share of the 
results of the enterprise. As the United 
States becomes increasingly a creditor 
and investing nation (in the year 1927, 
capital investment has run at the rate 
of roughly $800,000,000 per month), 
the pressure to “place” funds is sufici- 
ently obvious. It is hardly a matter of 
choice; a considerable part of this 
money, if not hoarded, must ultimately 
end in some corporate enterprise. 
Meanwhile, the power of corporate 
managements is becoming practically 
absolute, while social controls upon this 
power remain almost embryonic. It is 
here sought briefly to examine the na- 
ture of the power exercised by corpo- 
rate managements, the basis upon which 
it rests, and the probable line of devel- 
opment toward ultimate delimitation of 
that power lest the feudal overlordship 
of such managements be permitted to 
undermine the entire system of apply- 
ing private savings to economically pro- 
ductive uses. Such a study is by no 
means academic. The tendency toward 
social control, though barely acquiring 
headway, must be taken account of by 
business men lest the exercise of powers 
which they apparently have and which 
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they have exercised in the past involve 
them in either social condemnation or 
legal liability. 

Broadly speaking, investments of 
capital in corporate enterprises take 
the form of either bond or stock owner- 
ship. The former (though presenting 
problems of its own) is not here con- 
sidered, since the owner of a debt se- 
cured by mortgage or enforceable by ac- 
tion at law has bargained for and se- 
cured a set of independent controls on 
the corporation peculiar to themselves. 

Stock, however, must work out its 
rights through corporate managements. 
Accordingly, the endeavor here will be 
to examine certain fundamental rights 
of private property inherent in stock 
ownership, in the light of the powers 
granted to corporate managements by 
corporate charters and organized by 
corporation law and by standards of 
business ethics. It is the thesis of this 
paper that power of corporate man- 
agements can be divided into two 
categories: (1) power incident to the 
technical and financial conduct of the 
business enterprises; and (2) power to 
determine the rights, position, return, 
and ultimate destination of profits as 
between shareholders—with resulting 
ability virtually to impair the supposed 
property rights of such shareholders. 

The tremendous expansion of the 
latter poses a question which investors 
in corporate stock—and equally corpo- 
rate managements—must understand 
and meet. Examination of the new situ- 
ation arising from the extension of 
management functions into the property 
held becomes necessary. 


Powers of Management Granted by 
Statute and Charter 


Under the prevailing legal theory, 
the existence of corporations is author- 
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ized by statute, and their powers and 
the powers of their managements are 
regulated by the statute and by their 
charters. Originally this charter was 
the fiat of the sovereign, and it was 
supposed that all rights of the stock- 
holders and duties of the management 
must be stated in and appear from the 
corporation law and the charter, espe- 
cially the latter. This was all very well 
so long as the King actually did grant 
his charter, for he then settled what 
could and could not be done. Today, 
however, a charter is a document drawn 
by attorneys for private individuals who 
generally are, or will become, the corpo- 
rate management. The statute author- 
izing incorporation, in most instances, 
permits great latitude in drafting the 
charter, so that it may include permis- 
sion to handle the corporate business 
and to deal with stockholders’ rights 
almost as the management chooses. 
Availing themselves of the privilege 
thus granted, corporation lawyers, at 
the insistence of organizers and corpo- 
rate managements, have endeavored to 
give such managements the widest pos- 
sible scope of power. 

Power, when used by corporate man- 
agements, may be directed primarily 
toward the technical conduct of the 
business enterprise. No one seriously 
quarrels with the proposition that this 
kind of power must be tremendously 
broad. Artificial limits on the way in 
which an enterprise is run almost in- 
variably lead to trouble. Charters, ac- 
cordingly, do contain clauses permitting 
the corporation to exercise practically 
every function that the mind of its or- 
ganizing attorneys can imagine. The 
most modern view appearing in corpo- 
ration statutes is instanced by Ohio, 
whose law merely authorizes each cor- 
poration (unless its organizers choose 
to impose limits) to do anything and 
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everything which a group of individuals 
could do.’ But, draftsmen of statutes 
and corporate charters alike went far- 
ther, and granted powers to determine 
the distribution of the property rights 
in the enterprise as between investors 
in it. It is worth while to illustrate the 
process. 

Take, for example, the Maryland 
corporation law.* Under it, incorpo- 
rators may, if they choose, among other 
things, empower the board of directors: 


1. To issue non-par stock from time to time 
at such price or for whatever consideration the 
directors think proper (the price fixing power 
thus giving the directors power to determine 
the book value of stock already outstanding as 
well as of the stock newly to be issued) ;° 

2. To buy shares of the corporation’s own 
stock with the corporation’s surplus funds; 
and to resell such shares, buy again, resell 
again ;* 

3. Without previous notice, to buy in part 
of the corporation’s outstanding stock even 





* General Corporation Act, Section 3: 


“A corporation for profit may be formed here- 
under for any purpose or purposes, other than for 
carrying on the practice of any profession, for 
which natural persons lawfully may associate 
themselves. . . .” 

Section 8: “Every corporation of this state, here- 
tofore or hereafter organized, shall have the ca- 
pacity possessed by natural persons to perform all 
acts, within or without this state.” 


*The Maryland Corporation Act has proved 
particularly popular in recent years; hence its 
choice by way of illustration. But substantially the 
same tendency can be traced in a good many of 
the “great corporation states.” Thus, in New 
Jersey (see C. S. Sec. 29, amended, Laws of 1926, 
ch. 318, Sec. 8, and interpreted in Berger v. U. §. 
Steel Co., 63 N. J. Eq. 809), the power to trade 
in shares of the corporation’s stock exists; so 
also in Delaware (though surplus funds only may 
be used; see General Corporation Law, Delaware, 
Sec. 19). Of itself this may not be particularly 
dangerous. United to a power granted directors 
to sell property owned by them to their own cor- 
poration, however, the possibilities of the situa- 
tion become manifest. Suppose, for example, di- 


rectors undertook to buy and sell the corporation’s 
own stock from and to the corporation. They have 
an apparent paper power to do this. In New Jer- 


with the corporation’s capital funds, and then 
to retire, or “kill,” such shares by filing an ap- 
propriate certificate ;° 


4. Where the corporation has unissued 
stock, to reclassify such stock, granting it any 
preference, redemption right, fixed annual diy. 
idend, or any other quality the directors may 
desire, placing it, perhaps, ahead of outstand. 
ing stock.® 

An analysis of the entire act would 
show many more such powers. But 
where the directors can add a control 
of the voting stock (and it is possible 
that the majority of stock will be non. 
voting), they can go farther. The 
Maryland law is not unusual; it is, per. 
haps, fairly indicative of the line taken 
by the states of “liberal” incorporation 
statutes. 

Manifestly, all the powers mentioned 
above have legitimate uses; situations 
do arise where the interests of all are 
best served by, let us say, buying in the 
holdings of an _ obstreperous  share- 





sey even such purchases or sales might be on 
credit (Berger v. U. S. Steel Co., supra). 


* The exact possibilities of the power to fix the 
price at which non-par stock may be issued have 
been discussed by the writer in 25 Columbia Law 
Review, p. 43 (1925); and by Cornelius W. Wick- 
ersham in an admirable short treatise on the sub- 
ject, Stock Without Par Value, (Albany, 1927); 
and see J. C. Bonbright, “Dangers of Shares With- 
out Par Value.” 24 Columbia Law Review 449. 
Fortunately, a business standard of honesty is crys- 
tallizing, in this instance, into a definite legal 
safeguard. 

For statutory authority, see Maryland, Anno- 
tated Code, Art. 23, Sec. 45; New Jersey, Com- 
piled Statutes, 1910, Sec. 121, amended, Laws, 
1926, ch. 318, p. 543; Delaware, Rev. Code, ch. 65, 
Sec. 4a, added to Laws, 1917, ch. 113, Sec. 3, 
amended, Laws, 1925, ch. 112, Sec. 3. 

*See Note 3, supra. 

*Maryland, Annotated Code, Art. 23, Sec. 50; 
New Jersey, Comp. Stat., Sec. 29, amended, Laws, 
1926, ch. 318, Sec. 8; Delaware, Revised Code, ch. 
65, Sec. 28, as amended, Act of March 2, 1927, 
Sec. 12. 

* Maryland, Annotated Code, Art. 23, Sec. 38; 
New Jersey, Comp. Stat., Sec. 27, amended, Laws, 
1926, ch. 318 (but holders of voting stock must 
approve); Delaware has no accurate parallel. 
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holder, or by putting an issue of pre- 
ferred stock ahead of present share- 
holders. The point here made Is that 
with every technic of power being de- 
veloped, no endeavor of any sort is be- 
ing made to work out the limitations 
which prevent abuse. 

That the draftsmen of charters are 
availing themselves of the liberty per- 
mitted by corporation laws is also 
beyond question. Recently it was dis- 
covered that non-cumulative preferred 
stock retains its right to a dividend, 
when earned, even though the dividend 
was withheld. Almost at once there 
followed a change in the form of char- 
ters, granting specifically to boards of 
directors the right to withhold such 
dividends and providing expressly that 
where they were withheld, all right to 
any such return, even though earned, 
should cease to inhere in the non-cumu- 
lative preferred stockholder.’ In other 
words, the corporate management de- 
manded and got, not merely a power to 
manage the business, but also a power 
to determine the stockholders’ property 
rights. 

Again, it is ordinarily business sense 
to permit corporate managements to 
deal in making contracts with such 
parties as to them seem proper. They 
are running the business, and choice of 
the persons with whom they wish to 
deal is essential. Presently, a rule of 
law was worked out that corporate 
managements could not deal with them- 
selves—the idea being merely that a 
board of directors as individuals must 
not be permitted to sell to themselves as 
4 corporate management property at 
several times its market value. The 
danger of permitting individuals to 
"See, for example the present charter of the 
New York Railways Corporation. 


*See, for example, the charter of Dodge Broth- 
ers Motor Corporation (Maryland), and, to a 
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plunder the corporation was simply too 
great. But a school of charter drafts- 
manship has now arisen which includes 
in its corporate charters-—one instance 
has become famous—a clause providing 
that the directors are specifically per- 
mitted to vote upon transactions in 
which they as individuals are inter- 
ested;* and not only that, but they or 
any of them are permitted to become 
interested in transactions upon which 
they as directors are required to pass 
on behalf of the corporation, with full 
power to act for the corporation irre- 
spective of whether or not their interest 
in the transaction is disclosed to their 
fellow board members. This, of course, 
is a charter to do what heretofore has 
been considered a fraudulent act—an 
act of malversation of the corporate 
property, diminishing the property right 
of each and every stockholder. 

Again, stockholders, and especially 
holders of common stock, are entitled 
to an aliquot share in the corporate sur- 
plus. Such a share is easily reduced by 
the simple process of authorizing, issu- 
ing, and selling additional common 
stock for par or at a price which does 
not include the aliquot share in surplus 
(the process is sometimes described as 
“diluting” the stock). The effect of 
such an issue is to take surplus previ- 
ously belonging to the old shareholders 
and divide it between the old and the 
new shareholders. The old shareholders 
suffer, of course. Recognizing that this 
may be necessary in some cases, corpo- 
ration law does not forbid it, but it in- 
sists that each old shareholder must be 
given the opportunity to subscribe to 
any newly authorized issue of stock in 
a participation ratable to the shares 





less thoroughgoing extent, the charter of the Stand- 
ard Oil Company of California, the Tide Water 
Oil Company and the Interstate Power Company 
(Delaware corporations). 
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held by him, merely giving him an op- 
portunity to protect his aliquot share in 
surplus if he so desires. The manage- 
ment was obligated to provide for this 
chance in any new financing it under- 
took. Finding this irksome, however, 
certain managements demanded that 
there be included in corporate charters 
a provision, now fashionable, that no 
such preemptive right should be granted 
to any shareholder, and that by merely 
accepting his share of stock, the share- 
holder waived any such preemptive 
right. Thereby the management en- 
abled itself to assume the power of 
distributing to incoming shareholders, 
whose personnel it in many instances 
can dictate, a portion of the accumu- 
lated surplus of the corporate entity 
formerly belonging to the old share- 
holders, with resultant control of the 
market value of the stock. This had 
nothing to do with the management of 
the business as such; it was directly 
aimed at giving to the management an 
increased power of disposition over the 
property right theretofore held by 
shareholders. 

Through the device of subsidiary 
companies, all of these powers may be 
further enlarged. Should a corporation 
elect to transfer all its property to a 
subsidiary, taking in return stock of the 
subsidiary, it is in a position to control 
the entire action of the latter and 
thereby sanction almost any transaction 
into which the latter chooses to enter, 
quite irrespective of whether the origi- 
nal owner of the property is protected 
or not. The management of the parent 
company not only controls the board of 
directors of the subsidiary, but it votes 
the subsidiary’s stock as well and thus, 
armed with complete power of disposi- 
tion, it may, if it desires, give away or 
distribute the subsidiary’s property al- 
most at will. 


Another of the management powers 
over individual stockholders’ rights js 
found in control of accounting. Wher. 
ever, for example, a corporate security 
depends for its return on the situation 
occurring in a particular year, this be. 
comes of supreme importance. In the 
case of “participating” preferred stock, 
for example—with which the market js 
now flooded—the return on any partic. 
ular share is determined by the profits 
of the corporation as reckoned for 4 
particular period of time.’ Class A 
shares, for example, may be entitled to 
no return if the concern earns nothing; 
to the first $4 per share if so much is 
earned in a given year; perhaps to an 
additional $4 per share if the common 
stock has received dividends to an equal 
amount, and so forth. The basis of 
measurement employed is the yearly 
earning. 

Yet this earning is merely a book 
figure determined by the company’s 
accountants under instructions from 
the board of directors. If the board 
determines that all earnings should 
be conserved so that the class B 
shares may ultimately obtain a larger 
participation at the expense of class A, 
they have power to do this by simply 
increasing depreciation charges, or what 
not, with the result that the annual 
statement shows a deficiency. Thus far, 
no case has arisen in which any court 
has had the temerity to overhaul a 
corporation’s bookkeeping system and 
upset its accounting practice. Were ac- 
counting rules standardized and uni- 
form, this, of course, could not happen: 
but they are not, and, lacking such 





* This provision occurs in all of the charters re 
ferred to in the preceding note. 

“For an illustration of the difficulties which 
arise under this sort of charter, see Lockwood v. 
General Abrasive Co., 210 N. Y. App. Div. 14! 
(1924). 
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standardization, the latitude of the 
corporate management 1s complete. 


Limitation of Power to Legitimate Use 


When physical property was. still 
‘oined to beneficial ownership, so that 
4 man’s possessions were in his own 
hands, the danger of impairing his 
rights was political; the state by legis- 
lation might decrease or take away the 
privileges which he had. To prevent 
this, constitutional limitations on pollit- 
ical power made their appearance. 
Magna Carta protected vassals of the 
King from abuse of royal power; the 
Fifth Amendment, the Fourteenth 
Amendment, and the Bill of Rights in 
our Constitution are adapted to the 
same end. Today, however, a much 
more insidious power has slipped in— 
that of the corporate management un- 
der the situation described above. It 
cannot be said that there is abuse of the 
power calling for any immediate alarm 
or that there is excuse for sounding 
tocsins. In endeavoring now to conceive 
safeguards against abuse of power, one 
merely follows the common sense prin- 
ciple that the time to build levees is 
before, and not during, a flood. 

It is a tribute to American business 
that despite the tremendous manage- 
ment power, investments in corporate 
stock are nevertheless measurably safe." 


“This cannot be said to have been always true. 
A striking example of (fortunately exceptional) 
abuse of corporate power appeared in the hand- 
ling of the New Haven Railroad from 1909 to 
1914: see “The New England Investigation,” 27 
Interstate Commerce Commission Reports, 560; In 
re Financial Transactions of the N. Y. N. H. @ 


H.R. R. Co., 31 I. C. C. 32. Nor have more re- 
cent charges been wanting. During the past few 
months certain interests have asserted that the 
Wabash Railway was manipulating its dividend 


policy so as to force an exchange of securities by 


holders of one of its classes of stock. On June 
17,1927, the New York Times carried the announce- 
ment of the formation of a stockholders’ protec- 
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On the whole, the management group 
must have been faithful to its trust, else 
the entire system would long since have 
broken down. Against this, however, 
must be set the fact that the develop- 
ment of management power away from 
faculties incident to the conduct of the 
business and its spread into the field of 
regulating property rights has been 
largely a trend of the past five years. 
These have been prosperous; and the 
test of such a situation comes in lean 
years rather than fat. It. is relatively 
easy to be meticulous when there are 
profits enough to go round. Also, man- 
agements are as yet only faintly aware 
of their own power. Most important 
of all, American investments in corpo- 
rate stock are likely to continue for the 
next century at least; and the practice 
which proves successful now must be 
hardened into a standard exacted by the 
community if. such investments are to 
be considered safe for the long term. 

A problem such as that here pre- 
sented calls for solution simultaneously 
along two lines. In the first place, stan- 
dards of dealing must be embodied in 
rules of law and in common ideas of 
ethics, whose breach will entail both 
legal liability and social condemnation. 
In the second place, the mechanics of 
the situation must be adapted towards 
enforcing the standards thus created 
and protecting the individuals. 





tive committee headed by W. Emlen Roosevelt to 
safeguard the interests of minority stockholders 
in a number of public utilities companies affiliated 
with the Public Service Corporation of New Jersey. 
The views of stockholders of the so-called Van 
Sweringen Roads have been very thoroughly dis- 
cussed, both in the Interstate Commerce Commis- 
sion hearings and in the press thereafter. The 
result of unregulated corporate power in the Gould 
hands was illustrated by the Denver & Rio Grande 
investigation (113 I. C. C. 75). 

These instances, though relatively infrequent, 
sufficiently indicate the dangers of relying wholly 
on private conscience. 
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The legal side of the matter is a 
technical job for students of corpora- 
tion law. Though difficult, it is by no 
means impossible, since courts of equity 
already recognize the changed economic 
situation, and the rules they apply are 
developing with electric speed. We are 
in the middle of a legal revolution in 
that regard. But courts cannot be ex- 
pected to work out rules of conduct for 
the business community except with the 
guidance and assistance of business men 
themselves, and for this purpose busi- 
ness standards themselves must be made 
apparent. It is here that the corrosive 
effect of the corporate documents most 
appears. No one seriously believes it 
decent for a director to become secretly 
interested in, say, buying land, and then 
for him to vote to sell it to his own 
corporation at a large profit without 
telling his fellow directors what he is 
doing. He is perhaps protected in such 
an act by the provisions of the charter 
referred to above; but such a charter 
power would certainly satisfy no im- 
partial business man who viewed the 
transaction, and probably it would be of 
no assistance were the transaction to be 
questioned in court. The writer be- 
lieves that such a charter provision 
would more likely be taken by a court 
as a badge of fraud than as a con- 
tract of protection. Yet if the prac- 
tice of including such powers becomes 
general, the idea may be accepted 
and the high standard of good faith 
previously required may be_ broken 
down. A concern whose management 
recklessly abused its power over ac- 
counting or of withholding dividends 
to deprive certain security holders of 
their annual returns, might make a valid 
legal case for its action (though it 
probably could not if the facts ever 
could be made to appear) ; but no busi- 
ness man who knew the facts would 
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care to vote such a corporation a clean 
business bill of health. Nevertheless, 
manipulation of accounting or dividends 
(which unfortunately is not unknown) 
carried on over a period of years weak. 
ens the entire business fabric. Ut. 
mately, any lower standard affects the 
higher. The question at once arises, 
what can be done about this and who 
can do it? 

The individual shareholder may at 
once be eliminated from the discussion 
as a means of control. With increasing 
distribution of stock, the mere expense 
of enforcing any right, or even of ob. 
taining the information necessary to 
indicate its violation, becomes a conclu- 
sive obstacle. A man with ten or even 
one hundred shares of stock in a cor. 
poration simply cannot protect his posi- 
tion. It would cost him the entire value 
of his holding to attempt to do so. 

There are, however, three distinct 
influences which can be brought into 
play. The first is the group of invest- 
ment bankers. Adequately organized 
(the Investment Bankers’ Association 
has sufficient machinery for that pur- 
pose), they might undertake a scrutiny 
of the corporate organization of the 
enterprises whose securities they float. 
The individual members make such 
scrutiny in any event. In combination, 
however, they might work out stand- 
ards serving as a guide to recognized 
business practice. The directive ought 
to be toward limiting broad powers of 
management strictly to the conduct ot 
the enterprise and toward the reducing 
of management power in respect to de- 
termining rights of investors to the 
absolute minimum consistent with the 
ability to finance and refinance effec- 
tively. At inception, this would elimi- 
nate a certain measure of the difficulty. 
Many investment banking houses do 
this now as a matter of individual 
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choice, feeling that their duty towards 
their clients requires them to see that 
the corporate organization be set up so 
that certain fundamental rights cannot 
be impaired by the naked vote of a 
hoard of directors or close management 
group. The Investment Bankers’ Asso- 
ciation has discussed this problem occa- 
sionally in the past, and it commands 
the talent, the men, and the influence 
to work out standards of organization 
which will adequately protect the invest- 
ment groups. 

A second instrumentality is found 
in the stock exchanges. This must be 


} supplementary to a device of the sort 


suggested above. Any corporate organ- 
ization will necessarily include some 
liberty in dealing with stockholders’ 


| rights because there is always need for 


flexibility in financing. For instance, 


| non-cumulative preferred stock whose 


return may be obviated at will, while 


| probably improper as a strictly invest- 


ment issue, becomes excusable where 
created upon reorganization incident to 
a disastrous failure. 

Power to issue new stock without first 
granting old stockholders a right to 
participate may conceivably be neces- 
sary where new financing is to be done 
with great speed, and where emergen- 
cies cannot be foreseen. Control over 
accounting systems—at least until the 
science of accountancy reaches a new 
level—must necessarily remain with the 
corporate management. What has to 
be controlled in these cases, and others 
like them, is less the existence of the 
power than the use of it. With this 
situation the stock exchanges are pe- 
culiarly able to deal. They are in a 
position to require information, to anal- 
yze it thoroughly, and to suspend or 
withhold listing privileges where power 
has been abused. Their statement upon 
a situation would be considered authori- 
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tative and their knowledge of the busi- 
ness requirements is complete. Their 
standards, as shown by the requirements 
of the Committee on Stock Listing of 
the New York Exchange, have proved 
both high and workable. The additional 
function of declining to permit stock- 
holders’ rights to become the plaything 
of ill-considered or arbitrary action 
would not be a difficult one to assume. 

A third safeguard lies further in the 
future, though it is already forecast by 
present developments. This is the inter- 
position between the corporate manage- 
ment and the stockholders of deposit- 
aries capable of protecting the stock- 
holders’ rights. To some extent this 
has already begun. Insurance compa- 
nies are frequently large holders of stock 
and they, because of their financial 
strength, the size of their holdings, and 
their position as possible future buyers, 
are able to obtain accurate information 
and to protect their rights. Suppose in 
like manner trust companies were in the 
habit of accepting, on “custodian ac- 
count,” deposits of stocks from small 
shareholders, thereby gathering many 
small holdings into an institution com- 
manding a block so large that protec- 
tion was worth while, and that they also 
provided themselves with power to 
represent the depositors of stock. Such 
institutions could easily keep themselves 
informed as to the affairs of the corpo- 
ration whose stock was deposited with 
them and, as representing their clients, 
could take the action necessary to pre- 
vent or rectify violations of property 
rights where they occurred. In fact, 
such an institution would be a perma- 
nent protective committee. Nor would 
this involve any great extension of the 
work which trust companies and banks 
not infrequently are expected to per- 
form at the present time. They would 
merely become a logical addition to the 
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present system of cooperative financing. 
Firms of “investment counsel” to some 
extent do this today; but their position 
is not yet well worked out and they 
have not attained the function of con- 
tinuous attention to a given security 
which has developed in connection with 
the trust departments of the larger 
banks. It will be noticed, however, that 
the device of a depositary can only give 
effect to rights, standards, and concepts 
already recognized; their task is more 
one of enforcement than of creation. 
Ultimately, business standards must 


be the sound judgment of the business 
community itself, crystallized through 
representative organizations. Through 
such standards and only through them 
can the private property rights of jp. 
vestors in corporate stock be maintained 
in that security which is essential to any 
property right. Whether made effective 
through business mechanisms or through 
law, unwritten constitutional limitations 
must be evolved to direct the manage. 
ment power of corporations toward 
scrupulous regard for the interests of 
the corporate stockholders. 
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COMMERCIAL FAIRS AND EXPOSITIONS 


By R. 8. ALEXANDER 


HIE. complete failure of the Phila- 
delphia Sesqui-Centennial Exposi- 
tion, financially, commercially, and 
apparently in every other respect, has 
led to a renewed questioning of the efhi- 
cacy of expositions of all types, whether 
they be trade shows, community shows, 
or national or international expositions. 
Some examination of the place of such 
devices in our distributive system, there- 
fore, is in order. 
The modern trade exposition found 


its original inspiration and prototype in 
the medieval fair, which in its turn was 
probably a more or less direct descen- 


dent of the fairs which were of great 
importance in Pheenician and Syrian com- 
merce some five or six centuries B.C.’ In 
certain vital respects the show or exposi- 
tion of the present differs from its 
medieval forerunner. The latter was 
usually promoted and conducted either 
by the state or the church as a means of 
raising money in lieu of taxes or contri- 
butions, while its modern descendant is 
usually conducted by an industry or a 
geographical area for the benefit of its 
trade. Displays in the modern 
trade expositions are usually limited to 
the products of the trade responsible, 
while all types of goods were usually ex- 
hibited in the fair. The mediaeval fair 
was a most important type of wholesale 
and retail outlet and played a really 


own 


‘Fairs Past and Present. 
Bogart, Economic History of the United States. 


he beginnings of some of the more important 
‘ows are approximately as follows: Automobile, 
ae: Costume, 1895; Gas, 1897; Electrical, 1897; 
ns ‘ness, 1904; Chemical, 1914; Motor-boat, 1904; 
lower, 


1913, 





significant part in the commercial life of 
the time. The modern trade show, on 
the other hand, is merely one device 
(and that a relatively unimportant one 
in most industries) among the many 
tools now employed in distributing 
goods from producer to consumer. 

In the United States the trade exposi- 
tion grew directly out of the agricultural 
county fair, which seems to be a char- 
acteristically American development.’ 
By the late ’80’s this typically rural 
institution had been modified into the 
annual New York poultry and horse 
shows. In 1891 the cycling trade took 
over the idea. From then until the col- 
lapse of the bicycling industry in 1901, 
the national cycle shows rivaled any 
expositions which have since been con- 
ducted by the automobile industry. Dur- 
ing the same period national shows were 
springing up in numerous trades.* A 
considerable development of local and 
district expositions also took place, 
especially in the automobile industry.‘ 

So far as numbers are concerned, the 
trade show has received its most con- 
siderable development in the automobile 
industry. Probably somewhat over a 
hundred expositions occur annually in 
this trade.’ Some twenty or more im- 
portant general industrial or geographi- 
cal shows, ranging from the Philadelphia 
Sesqui-Centennial to the Rochester and 





*The period during which the development took 
place is indicated by the fact that in 1923 Louisville 
held its 15th annual motor show, Kalamazoo its 
11th, Springfield its 9th, Omaha its 18th, Salt Lake 
City its 16th, Des Moines its 14th, and Akron 
its gth. 

*From lists published in 
W orld’s Convention Dates. 


Motor World and 
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“Made in Minneapolis” shows, are held 
each year. Conservative estimates of 
the numbers occurring in certain trades 
in which the device has been most exten- 
sively used follow :° 


I i oh i dee 4 ee wedi 20 
Home and building trade.......... 17 
Hardware, farm implements....... 13 
i des ap eineawae Ke 9 
Business appliances ............... 9 
EE tae wes 300 bd sbes eee 8 
EE er eee ere 7 
er Ree errr 6 
ie aes Abe daa balou bien 5 
Electrical appliances .............. 5 
EO ee ore 7 


These figures do not give an entirely 
accurate impression of the relative im- 
portance of the trade exposition as an 
agent of distribution in the various in- 
dustries. While the silk show occurs 
infrequently and only one marine goods 
show is held each year, these events, in 
the trades in which they occur, are of 
almost equal significance to the much 
larger number held in the automobile 
trade. A good part of the entire busi- 
ness in the motor-boat, automotive 
equipment, and electric lighting fixture 
fields is transacted at the single annual 
expositions held by each of these trades. 
The great furniture shows running the 
year around, with special 10-day dis- 
plays twice annually, are of tremendous 
importance in the trade, and afford 
opportunities for the transaction of a 
goodly percentage of the total whole- 
sale trade in furniture. 


Types of Shows 


Trade expositions may be classified 
on several bases. In the first place, 


*These figures are underestimates, as they con- 
stitute only the shows reported in World’s Conven- 
tion Dates for 1924. Many local shows were not 
reported by this organ. 


"It is unfortunately the practice of certain pro- 
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they differ as to the commercial area 
they affect. Some are, or aim to be, jn. 
ternational in their significance and in- 
fluence. Such, of course, are the Wembly 
and the Sesqui-Centennial Expositions. 
The silk shows of 1921 and 1923 were 
truly international affairs, embracing 
among their exhibitors and visitors rep. 
resentatives of all the nations interested 
in sericulture and of many of the im. 
portant silk-consuming nations. Thir. 
teen of the 267 American shows and 
expositions listed for 1924 in World’; 
Convention Dates were described as in- 
ternational, but it is doubtful if more 
than four or five carried any real signifi. 
cance beyond the borders of the United 
States.” 

Fifty of the 267 expositions reported 
for 1924 were designated as ‘‘national” 
shows, although it is doubtful if all of 
them really were of national significance 
for the trades in which they were held. 
The New York and Chicago automo- 
bile shows and the Motor-Boat show 
are good examples of this type. The 
former are attended by visitors from all 
parts of the country and are looked to 
by dealers, distributors, and manv- 
facturers all over the country as events 
on the basis of which new models for 
the coming year are determined, new 
sales policies announced, and production 
schedules decided upon.* The latter 1s 
regarded by manufacturers and _pur- 
chasers in all parts of the country as a 
sort of mart at which boats and engines 
are bought and sold. 

The list of national shows is practi- 
cally coincident with that of another 
classification based upon the elements of 
the trade interested in the show. Most 





moters to label all the shows they conduct “inter- 
national,” regardless of the applicability of the title. 

"It was ascertained that the 1923 New York 
Automobile Show was attended by citizens from 
every state in the Union. 
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of them are manufacturers’ events. 
They are sponsored by manufacturers; 
their principal exhibitors are producers, 
and their most important visitors are 
dealers or jobbers. The manufacturers’ 
ommonly serves a threefold pur- 
pose. The national automobile show 
may be taken as typical in this respect. 
First, it offers a medium through which 
to announce to the trade changes in 
styles, models, and prices. While a new 
model is usually shown at a private ex- 
hibition prior to the show, it receives at 
the latter event its introduction to the 
general public and to the dealers. The 
second purpose is that of building up 
general good-will through the large 
crowds of visitors and the newspaper 
publicity attending the affair. This pur- 
pose, of course, is common to all shows, 
but the national manufacturers’ exposi- 
tion, by its spectacular nature and com- 
manding interest, lends itself especially 
to educational publicity. A purpose 
which is peculiar to this type of exposi- 
tion is that of building up the dealer 
and jobber organization, both in point 
of numbers and in morale. These 
events are usually attended by high 
ranking officials of the manufacturing 
companies. At the 1923 New York 
Automobile Show, 41 automotive manu- 
facturing concerns were represented by 
their presidents and 52 by their sales 
managers. Slightly more than 7,500 
dealers and distributors were in atten- 
dance, and upon them the attending 
motor executives lavished all sorts of 
attentions in the endeavor to insure the 
continued loyalty of their existing dealer 
force and to undermine the fidelity of 
competitors’ most efficient dealers. In 
many trades, manufacturers refuse to 
exhibit in other than national manufac- 
turers’ shows. 

A third group in the geographical 
classification is the district or sectional 


show ¢ 
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show. Most of the expositions in this 
group are also wholesalers’ shows. The 
locality affected commercially by such 
events sometimes includes several states 
or parts of several states. It may in- 
clude only a part of one state. Thus, the 
Atlanta Automobile Show draws its ex- 
hibitors from among the distributors, 
and its visitors from among the dealers 
and prospective purchasers in six sur- 
rounding southern states, while the 
Cleveland show, which is just as truly 
a sectional event, draws support only 
from a portion of Ohio.® Of the 267 
shows above reported in 1924, 71 were 
designated as district events. Of this 
number, 36 were confined to state lines. 
These figures are very conservative, for 
many expositions are designated as local 
affairs which are really of commercial 
significance over a considerable area. 

In a few cases,’® manufacturers ex- 
hibit in these district expositions, but as 
a general rule they are wholesalers’ 
affairs. The distinction is more closely 
drawn in the automobile trade than in 
any other, as manufacturers refuse to 
exhibit outside of the two great national 
shows, and the distributors are thus left 
in complete control of the sectional 
events. The principal purpose of the 
jobbers’ show is usually the building of 
general good-will through educational 
publicity. In a few cases, immediate 
sales constitute an important aim, and in 
a few others the cementing of relation- 
ships with local retailers is a leading 
object. 

About half of the 267 trade exposi- 
tions reported above for 1924 were 
local events. This number is much too 





* Attendance of dealers at typical sectional auto- 
mobile shows were: San Francisco, 2,000; Denver, 
2,000; Charlotte, N. C., 1,000; Boston, 2,700; St. 
Louis, 4,000. 

* The business shows, for instance. Since office 
appliances are many of them sold direct, the manu- 
facturers themselves exhibit in these sectional shows. 
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low, as it is probable that comparatively 
few local events were reported by 
W orld’s Convention Dates. Often they 
are not reported even in the trade 
journals. These events are sponsored 
by and are of direct commercial impor- 
tance only to local members of the trade 
in which held. The local show is typi- 
cally a dealers’ affair. Since it usually 
does not pay either the manufacturer or 
the wholesale distributor to exhibit in 
these events, the local dealer alone gen- 
erally bears the burden of them. The 
visitors are retail purchasers or possible 
prospects. The making of immediate 
sales is a somewhat more important 
purpose here than is the case with the 
former types. A second purpose rather 
characteristic of the type is that of the 
building up by exhibitors of lists of 
prospects to be canvassed after the close 
of the show. 


Buyers’ Shows 


Most trade expositions are merchan- 
dising devices promoted and used by 
those who have goods to sell. But 
strange as it may seem, a few shows are 
initiated and conducted by organizations 
of buyers. The annual fashion shows 
conducted by the National Garment 
Retailers Association and the annual 
Merchandise Fair conducted for several 
years by this association in cooperation 
with the National Retail Dry-Goods 
Association offer examples of this type. 
The annual Hotel Show is conducted 
under the auspices of the New York 
State and City Hotel Associations, 
though the principal exhibitors are pro- 
ducers of goods used by hotels. 

It will be noticed in all cases men- 
tioned that the buyers conducting the 
shows are large-scale purchasers buying 
for good-sized organizations. For such 
buyers, the show performs the function 


of gathering together in one place {o; 
inspection the most representative and 
attractive offerings of the leading man. 
ufacturers, thereby facilitating the bus. 
ness of buying. The prospect of this 
direct comparison tends to stimulate the 
manufacturer to the development of 
new styles and designs. The visitor a 
such a show is also able to obtain there 
a fairly accurate idea of the types of 
goods most likely to achieve popularity. 
The buyers attending such events are 
supposedly chosen because they possess 
a considerable measure of acumen in 
style and design. Since they represent 
the style opinion of the country, the gen- 
eral reaction of such a group to a certain 
type or design offers a rather reliable 
index of its probable popularity. This 
kind of exposition is especially adapted 
for use in a style industry dealing ina 
commodity so costly or so bulky as to be 
unsuited for sale by sample. These 
factors necessitate its purchase by re- 
tailers or their representatives at a style 
center. 


Restrictions on Exhibitors and Visitors 


Show managements differ widely in 
their attitudes toward the necessary 
qualifications of exhibitors and visitors. 
Some welcome exhibits from all con- 
cerns in the industry and in some cases 
outside of it. Others hedge about with 
the most binding restrictions the privi- 
lege of leasing space. Some open the 
doors of the exhibition hall to all vis- 
itors who may wish to enter. Others 
scrutinize with the greatest care the 
credentials of those desiring admission. 
The more liberal in these matters are 
designated as “open” shows, while those 
limiting the privileges of exhibiting and 
visiting usually have applied to them the 
adjective ‘‘closed.” 

The policy is much more likely to be 
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liberal with respect to the qualifications 
of visitors than exhibitors. Almost in- 
variably some limitations are placed on 
the type of persons or firms allowed to 
lease spaces. The most lenient and the 
most frequent of these is the require- 
ment that exhibitors shall be bona fide 
members of the trade interested in the 
event. Automobile show managements 
often provide that exhibitors must be 
“reputable dealers,” must have been in 
business at least a year prior to the 
show, or must have established places 
of doing business. Such comparative 
liberality secures for the show the united 
backing of the entire trade where the 
event is sponsored by the local trade 
association; it aids the association in 
financing the affair; and often leads to 
an increase in the association member- 
ship because of the habits of coopera- 
tion thus developed. On the other hand, 
this policy allows rather more chance 
for fly-by-night, irresponsible concerns 
to lease space than is the case where 
membership in the responsible associa- 
tion is a requisite. In many cases, ex- 
hibitors are required to be members in 


good standing of the trade association. 


sponsoring the affair. Rather more than 
half of the automobile shows make this 
requirement. In other cases, members 
are allowed first choice of space, and if 
any remains after their wants are satis- 
hed, it is thrown open to non-members. 

A small admission fee is the only 
restriction customarily placed on vis- 
itors, although often this requirement is 
waived. The aim of this liberality is to 
stimulate attendance. But it sometimes 
defeats its own purpose, as it is likely 
either so to cheapen the affair as actu- 
ally to reduce attendance or to attract 
curious-minded persons with neither the 
purse nor the inclination to buy, but 
who are ever ready to witness a spec- 
tacle or compose part of a crowd. Their 
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presence discourages the attendance of 
those who really wish to buy. 

The most unusual type of “closed” 
show is that which eliminates all but 
certain classes of visitors. The atten- 
dance of curiosity-seekers is often dis- 
couraged by a rather high admission 
charge—sometimes equal to the cost of 
cheap seats at a theatrical attraction. 
This device is usually coupled with a 
liberal invitation or pass system which 
enables exhibitors to induce the atten- 
dance of desirable visitors. In other 
cases, admission is by card only. Cards 
are then issued only to accredited repre- 
sentatives of buying firms. This is the 
practice in the annual Lighting Fixture 
Market, the furniture exchanges, the 
Merchandise Fair, the fashion shows, 
and the annual show of the Automotive 
Equipment Association. By excluding 
the less reputable members of the trade, 
this policy discourages pirating of de- 
signs and styles; by reducing to a mini- 
mum the visitors who come only to see, 
it furnishes real buyers an undisturbed 
opportunity to examine the goods dis- 
played; by removing distracting influ- 
ences, it enables exhibitors and buyers 
to transact a considerable amount of 
business. In most of the industries 
holding closed shows a significant por- 
tion of the year’s business is transacted 
at the show. 

Most trade expositions run for only 
ten days or two weeks and occur once 
or twice a year. A very few are perma- 
nent and run for the year round. The 
furniture exchanges are examples of the 
latter type. The greatest of these—the 
Grand Rapids Exchange—reports a 
normal registration of about 33 visitors 
daily throughout the year. During the 
special seasonal exhibits in the fall and 
spring, a daily registration of 529 ac- 
credited buyers is reported. Exhibitors 
must lease their spaces for the entire 
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year, and the exposition is open to 
visitors at all times. 


Groups Responsible for Trade Shows 


Since the trade show may be turned 
into a profit-making enterprise or a 
publicity device for its sponsors, it is 
often promoted and conducted by per- 
sons outside the trade primarily inter- 
ested. In a few cases, newspapers and 
trade journals sponsor shows. The 
annual food and household shows held 
in their respective cities by the Milwau- 
kee Journal and the Chicago American 
are cases in point. Since the journals 
are likely neither to understand the 
problems of the trade nor to prove 
eficient managers of such affairs, shows 
are very rarely managed by them. 
Public or semipublic bodies often pro- 
mote trade expositions. Health shows 
are usually under the direction of the 
local boards of health, lower shows are 
usually sponsored by local horticultural 
societies, and chambers of commerce 
and Rotary clubs sometimes function as 
promoters of various kinds of trade 
expositions. These bodies are subject to 
the same objections as promoters and 
managers of expositions as are news- 
papers and journals. 

In the electrical industry, power com- 
panies often promote shows in which 
they invite the other electrical interests 
of the community to exhibit. This 
practice is due to the fact that the power 
company usually so far overshadows 
other local electrical interests in finan- 
cial resources as to render cooperation 
a joke. An exposition thus promoted 





* An exposition similar to this in character is that 
conducted by Henry Ford in his New York show- 
rooms, in which some 70 firms making products 
adapted for use in connection with the Fordson 
tractor maintain exhibits. 

"The New York Electrical Show is thus 
promoted. 


often becomes an object of suspicion to 
other members of the trade, who regard 
it as a profit-making device of the power 
company. The show management js 
also inclined to stress interests which 
minister rather more to the distribution 
of electric current than to the selling of 
electrical devices. In some cases, the 
power company seeks to overcome these 
objections by incorporating a special 
company to conduct the show.” 

By far the commonest agency spon. 
soring trade expositions is the trade as- 
sociation. Probably 80% to 90% of all 
shows are sponsored and conducted by 
this agency. In a few cases, the associa- 
tion is known to have been formed for 
the purpose of conducting the annual 
exposition, and in many other cases the 
conduct of the show is practically the 
sole function of the association and the 
only thing which holds it together. This 
is especially true of small local associa- 
tions. In the management of the expo- 
sition the association may follow one of 
several policies. A small number turn 
over the management to some individual 
member, who in some cases does the 
work gratis from a sense of trade 
loyalty, for increased prestige in the 
trade, or for select spaces for his own 
exhibit. In other cases, the manager 
thus chosen receives a stated remunera- 
tion for the job. A somewhat larger 
number of associations appoint a com- 
mittee or a number of committees to 
assume the managerial functions. These 
committees almost invariably serve 
without compensation. But by far the 
largest number of associations make the 
conduct of the show a part of the duties 
of a paid secretary or manager, who 
usually performs the work as a part of 
his regular job for which he is paid a 
fixed salary. A few associations retain 
the services of a special manager or pro- 
moter—usually a professional—for the 
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show. This is likely to be the practice 
of the very small associations which are 
not financially able to maintain a paid 
secretary, and of the very large associa- 
tions which find it necessary to depart- 
mentize their work. The national auto- 
mobile shows and the Silk Show, for 
instance, are managed in this way. The 
manager thus employed may receive a 
flat fee for the job; he may be paid a 
commission consisting of a certain per- 
centage of the total gross receipts of the 
show, or of its net profits. In some 
cases, the manager underwrites the 
affair, agreeing to bear all losses and to 
share all profits. Such a manager or 
promoter usually operates under the 
direction of a policy-determining com- 
mittee of the association. 

The operations of promoters are not 
confined to the mere management of 
expositions initiated by trade associa- 
tions. Upon occasion they promote and 
conduct shows upon their own respon- 
sibility. The International Exposition 
Company of New York City is prob- 
ably the best example of this type of 
organization.” As a general rule, while 
the promotion company is the moving 
spirit in the exposition it promotes, it 
sees to it that the event receives the 
oficial approval of the association, if 
one exists in the trade. Since such affairs 
are primarily developed for the profit 
of the promoter, the interest of the ex- 
hibitor is sometimes sacrificed to this 
purpose. 


Costs of the Show 


_The costs of trade shows may be 
divided into two classes. The first might 





Ms Shows promoted by the International Exposi- 
tion Company, of New York, include Eastern 
Apple-Growers Exposition, Travel Show, Interna- 
tional Invention Show, International Photographic 
Show, and others. 


be called cooperative costs and includes 
all expenditures made by the manage- 
ment which are not covered by receipts 
from tickets, concessions, and programs. 
These costs are borne by the members 
of the trade cooperatively. In order to 
arrive at the true cost of the event to 
the industry, however, it is necessary to 
include a much wider range of items 
comprising the costs to the individual 
exhibitors—expenditures made by them 
individually in process of preparing and 
displaying their exhibits. Certainly in 
the great national shows and probably 
in most of the smaller shows, these ex- 
penses exceed the cooperative costs. 
Since they are often intangible and are 
very rarely matters of record, any at- 
tempt to ascertain their exact amount is 
doomed to failure. 

The most important items of co- 
operative expenditure are: publicity, 
involving over 30% of the total expen- 
ditures of show managements ;* decora- 
tions, comprising perhaps 25% of the 
total cooperative expense; rental for the 
hall in which the event is held; remu- 
neration for management when paid 
managers are used; and a group of mis- 
cellaneous items which may be classified 
as overhead. 

The items which go to make up the 
individual costs are quite similar. Pub- 
licity is very important here. Show 
managers estimate that from two to 
three times as much is individually 
expended on this item as is disbursed by 
the management.** The time of execu- 
tives and sales personnel in planning the 
exhibit and attending the show consti- 
tutes a second important item. It is 





“ These figures are derived from some 40 replies 
to a questionnaire sent to managers of automobile 
shows, from trade journal reports of other shows, 
and from interviews with show managers. 

* Same source as above. 
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Tasie I. ATTENDANCE FiGcurREs* 

















Average 
Population of City in Average Percentage of 

Which Show Was Heldt Attendance Population 

per Show Attending 
Below 50,000......... 6,945 25.0 
50,000 tO 100,000...... 20,173 25.6 
100,000 tO 150,000..... 26,777 22.1 
150,000 tO 200,000... .. 35,000 20.0 
200,000 tO 300,000..... 32,601 13.8 
300,000 to 600,000... .. 64,802 15.5 
600,000 to 1,000,000... 112,997 13.9 
Over 1,000,000........ 128,300 3.8 





* These figures were collected in part from trade-journal 
accounts of expositions and in part from a questionnaire sent 
to show managers. 


t Class intervals were divided in this fashion in order to 
obtain a representative number of units in each group. 


likely to be larger than is expected at 
first glance. Other items are transpor- 
tation of goods and personnel, decora- 
tion of the booth, preparation of the 
display, and general overhead. 

The total costs of some of the larger 
shows are tremendous. The American 
Merchant Marine is estimated to pay 
around $500,000 for the annual Marine 
Show, less than $75,000 of which is a 
collective expenditure; the cost of ex- 
hibiting at the Motor-Boat Show runs 
into many thousands of dollars for each 
exhibitor; the Second Silk Show is re- 
liably reported to have cost well over a 
million, while some estimates run as 
high as two million dollars. Distribu- 
tors’ automobile shows are likely to cost 
from $50,000 to $150,000. From a 
comparison of these figures with atten- 
dance figures, it becomes apparent that 
the automobile industry—the best or- 
ganized of them all—spends somewhere 
near a dollar for every visitor entering 
the doors of a show or exposition, while 
the electrical industry apparently spends 
around two dollars per visitor, the silk 
trade five, and the marine industry up- 
wards of twelve dollars. 





“Sam Miles, manager of the National Automo- 
bile Shows. 


*'C. H. Green, manager of the Second Silk Show. 


Tables I and II show attendance fig. 
ures and cost figures for some 125 to 
150 electrical and automobile shows 
occurring over a period of three years in 
over 70 cities and towns. Since these 
trades are very well organized and use 
the show extensively, attendance figures 
are probably higher and costs lower 
than in the average trade. In collecting 
the cost figures, an attempt was made 
to obtain both cooperative and indi. 
vidual costs. In some cases this effort 
was successful, in others not, while in 
many figures obtained from trade-jour. 
nal reports it was impossible to tell just 
what was included. The figures may be 
taken, then, to represent somewhat 
more than the cooperative costs, but 
still to fall considerably short of the 
total costs to the trade. 


Results of Shows and Expositions 


A violent difference of opinion seems 
to prevail concerning the business re- 
sults of the trade show. On the one 
hand, we have the claim’ that “they 
constitute the greatest advertisement 
there is of the industry” and that they 
afford the cheapest and most effective 
selling device available.** On the other 
hand, a somewhat less optimistic ob- 
server declares, “shows, expositions, 
bazaars, or whatever they may be 
labeled, are, with one or two notable 
exceptions, mere mutual admiration 


Tasie II. Cost or SHows* 








Population of City Ave Cost | Average Cost 
in Which Show Was Held per thew per Visitor 


$ 4,276 $o.72 











§0,000 tO 100,000..... 7,563 55 
100,000 to 150,000..... 75300 17 
150,000 to 200,000... .. $5233 .29 
200,000 tO 300,000..... 25,600 1.12 
Over 300,000.......... 42,429 67 
Grand average........ 14,535 686 





* Shows in only 34 cities are included in this table, but the 
figures presented for most of the cities represent averages of at 
least three shows held in successive years in the same city. 
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parlors, meccas for sample hounds, 
places of jollity and conviviality for 
salesmen, barbecues for relatives and 
friends, combination corn-huskings and 
sociables for those who receive free 
tickets, but they are not advertising or 
good business.” 

"As usual, the truth lies somewhere 
between these two extremes. The show 
‘; not a self-operating engine for the 
manufacture of profitable sales, but it 
does have a real place in the marketing 
structure of certain industries. Any at- 
tempt to evaluate the trade exposition as 
a merchandising device meets several 
real difficulties. In the first place, out- 
side of a few closed shows, such as the 
furniture exchanges, its purposes are 
diverse and in many cases intangible. 
They run all the way from the making 
of immediate sales to the development 
of public sentiment in favor of a ship 
subsidy.'® The one purpose common to 
practically all is that of building good- 
will, a highly intangible product which 
nets increased sales only over a period of 
time—sales which can rarely if ever be 
traced back to their original cause. 

The trade show is an auxiliary mar- 
keting device. It aids in making sales, 
but very rarely is it entirely responsible 
for them. The extent of its aid is deter- 
mined by the manner in which the ex- 
hibitors plan and conduct their exhibits 
and by the energy and care employed in 
realizing its benefits. Too often the 
visitor at such an exposition is faced by 
a series of heterogeneous, unorganized 
displays, each presided over by an in- 
different salesman or two. 

In an individual display at a trade 
show, the element of distinctiveness or 
uniqueness is especially important be- 
cause of the concentrated competition 
among displays. Where possible, the 
display should have news value in and 
of itself. It should be built around some 


one single fact or feature of the article 
exhibited and should be designed to 
achieve a single purpose. Motion, either 
actual or by implication, is vital in a 
show exhibit. The importance of the 
presence of intelligent, wide-awake, 
courteous attendants is only equaled by 
the difficulty of obtaining them. A final 
requirement is a definite, clearly worked 
out plan for securing the individual ex- 
hibitor’s share of the benefits of the 
cooperative effort. 

The manufacturers’ and to some ex- 
tent the jobbers’ show stimulates and 
aids in the improvement of the product. 
The exposition forces a most intensive 
comparison between competing goods, 
thereby affording the strongest incentive 
to improvement. The close contact and 
discussion with retailers and users, to- 
gether with the opportunity for study 
of competing products, serves to expose 
and emphasize defects which might 
otherwise escape notice or be regarded 
as unimportant. The incentive to im- 
provement is in this way given direction. 

Another result of the jobbers’ or 
manufacturers’ show is the opportunity 
which it gives for recruiting and devel- 
oping dealer personnel—especially in 
trades operating on an exclusive agency 
basis. This is not always an unmixed 
benefit. In the automobile trade, the 
great national shows often degenerate 
into a concerted stealing and restealing 
of dealers. As a result of blandish- 
ments, theatre entertainments, cabaret 
shows, convivial luncheons, and parties, 
many dealers shift who would not 
otherwise do so. This is probably the 
most senseless and wasteful feature of 
the exposition. It may be urged in its 
favor, however, that it concentrates 





* Amos Bradbury, in Printers’ Ink Weekly. 


® Reported as one of the purposes of the Marine 
Show. 
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such shifts of dealer personnel in two 
weeks, thereby relieving the manufac- 
turer of anxiety on this point during the 
remainder of the year. The exposition 
also affords the manufacturer an oppor- 
tunity to give the dealers a certain 
amount of training, to build up their 
enthusiasm for the product, and some- 
times to aid them in selling “key” pros- 
pects who happen to be among the 
visitors. In a few industries, such as the 
automobile and the furniture trades, the 
manufacturers’ expositions serve as a 
rough basis for the estimation of future 
demand. From the size of the crowds 
and their attitude, exhibitors are able to 
form an opinion as to whether demand 
is likely to be brisk or slack during the 
coming months. This must of necessity 
be a snap judgment based on very in- 
adequate data and often later proved 
false. But in many automobile plants 
the final determination of production 
schedules awaits the outcome of the 
national shows. At the same events it 
is possible for furniture and automobile 
producers to judge the probable future 
popularity of new designs and styles. 
All types of trade expositions, but 
especially those conducted by manufac- 
turers and jobbers, serve as clearing- 
houses for the announcement of changes 
in style, design, and price, and for the 
introduction of novelties. In many in- 
dustries, such as the automobile, auto- 
motive equipment, and furniture trades, 
a definite policy has sprung up of with- 
holding these changes until the time of 
the show. In the last two trades the 
practice is almost universally adhered 
to. This concentration of changes pos- 





*” This is especially true of the automotive equip- 
ment trade. 


™From a prize essay submitted by a member of 
the trade in a contest conducted by the National 
Automobile Chamber of Commerce in connection 
with the 1923 National Show. 


sesses several real advantages. It speeds 
up the introduction of new models and 
new products. Within a week or ten 
days their probable success or failure js 
determined. By other methods, a lon 
costly period of feeling out the market 
would be necessary. A concentration of 
change announcements tends to enable 
the producer to devote rather more of 
his energies to production than is pos. 
sible where changes are scattered 
throughout the year. In mechanical in. 
dustries selling producers’ goods, it 
reduces catalog changes to a mini- 
mum, with attendant savings.” The 
show offers the cheapest method by 
which modifications and novelties can be 
brought to the attention of the trade. 
Within a few days and at a fairly rea- 
sonable cost, the producer of a novelty 
introduces it to the leaders of the trade 
he hopes to sell. This function of the 
exposition is likely to retain its impor- 
tance in a style trade, such as furniture, 
or in one engaged in the development 
and distribution of novelties, such as the 
automotive equipment industry, but in 
such industries as the automobile trade 
it is losing importance because of the 
progressive standardization of the 
product. 

In seasonal industries, the show 
serves as a means of speeding up the 
opening of the season. The national 
automobile shows have been character- 
ized as “the 9 a.m. of the industry.’” 
These events are held in January, and 
the bulk of the dealers’ and jobbers’ 
shows occur in February or early in 
March. Thus the public becomes inter- 
ested in automobiles from a month to a 
month and a half earlier than would be 
the case without the show. A like stim- 
ulation occurs with respect to the per- 
sonnel of the industry. This early open- 
ing of the season probably increases 
somewhat the total volume of sales. 
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In addition, and of equal importance, it 
tends to level off the peaks and fill in the 
valleys of production and sales. . 

The show exercises an educational 
effect on the personnel of participating 
firms. The part of the sales or produc- 
tion personnel of any firm which can 
attend is, of course, comparatively small 
except in the case of local shows. The 
person who does attend, however, 
obtains useful information concerning 
competing products, concerning his com- 
petitors’ methods of sale, and concern- 
ing the uses and defects of his own 
product; he receives training in hand- 
ling considerable masses of people; he 
acquires a poise and_ self-confidence 
otherwise lacking. These educational 
opportunities are open to executives as 
well as to their employees. 

The exposition often results in the 
building up of solidarity within the 
trade. In many cases, trade associations 
were first organized as a result of such 
events. The cooperative spirit is best 
promoted by cooperative activity, of 
which the show is one of the most spec- 
tacular forms. 

Practically all trade expositions result 
in a number of immediate sales. As a 
general rule, this result is of less impor- 
tance in manufacturers’ than in dealers’ 
shows, except that in certain cases, 
where the manufacturer sells direct to 
the consumer in large units, as is the 
case in the motor-boat industry, sales at 
the show become very important.” 
Where the manufacturer sells a semi- 





“One firm in 1923 closed on the floor of the 
show contracts for $200,000 worth of goods. Some 
small concerns depend for their entire annual busi- 
ness on orders obtained at the exposition. 


“The secretary of the Grand Rapids Furniture 
Market Association in a letter estimates that about 
35% of the total annual wholesale furniture busi- 
ness is transacted at the seasonal shows at Grand 
Rapids and other points. Purchases by out of 
season visitors would probably bring the figure 





finished product or a product used as a 
part in the assembly of another com- 
modity, the same situation exists. The 
Automobile Body Builders’ Show, for 
instance, serves as a means of contact 
with automobile manufacturers who 
intend changing the type of body they 
use in assembled cars. In the case of 
certain style goods or bulky goods, 
which must be sold by sample to jobbers 
or dealers who resell, immediate sales 
are of great importance. The Automo- 
tive Equipment Show, the annual Light- 
ing Fixtures Market, the Merchandise 
Fair, the furniture exchanges,”* offer 
good examples of this type. 

At first thought it would seem im- 
mediate sales to consumers should con- 
stitute the most important result of 
dealers’ and distributors’ shows. About 
60% of the automobile dealers exhibit- 
ing in representative shows of these 
types report that the profit from sales 
made on the floor of the show usually 
pays for the expense of exhibiting.” 
Total immediate sales of automobiles at 
shows run from as few as I1 ina small 
country show to 1,500 at the Boston 
show and 2,500 at the Dallas show. 
But a good portion of these sales would 
have been made regardless of whether 
the show had been held or not.** Dealer 
exhibitors seem to feel that over 75% 
of the sales were of this character. The 
price of the car sold seems to cause but 
little variation in this percentage. It is 
thus probably safe to say that the 
dealers’ or distributors’ show in the 





well over 50% of the total annual business. 


* Data on sales obtained from answers to a ques- 
tionnaire sent out to representative lists of dealers 
exhibiting in automobile shows in 24 cities through- 
out the country; 84 answers were received. 


* Of 50 dealers expressing an opinion, 4 stated 
that from 25% to 50% of their sales at the show 
would have been made anyhow; 11 placed the 
figure at 50% to 75%; 35 placed it from 75% to 
100% ; the average percentage was 76.6%. 
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automobile industry is responsible for 
about a 25% increase in the immediate 
sales of cars in the locality. But mem- 
bers of the trade do not regard this 
increase as among the most significant 
results of the show. It is probable that 
this industry is fairly typical in this 
respect. 

A very important result of all dealers’ 
and most jobbers’ and manufacturers’ 
expositions (especially in those indus- 
tries which sell direct to consumers) is 
the compiling of prospect lists. The 
committee in charge of the 1915 Mil- 
waukee Electrical Show was able to 
trace about $50,000 worth of subse- 
quent electrical business to customers 
whose names had first been obtained at 
that event. The 1922 Chicago Auto- 
mobile Show was estimated to have 
netted local dealers the names of some 
35,000 to 40,000 prospects not pre- 
viously known, while Chicago dealers 
handling three makes of cars, who kept 
records of sales resulting from canvas- 
sing new prospects secured at the show, 
reported an increase from this source 
of from 30% to 40% in their total 
sales during the months immediately 
after the show. In some cases, the 











Taste III. Metxuops EmMp.oyep in BUILDING 
Prospect Lists 
Number of 
Scheme Dealers Using It 
No organized scheme................ 22 
Dependent on salesmen’s initiative... 20 
By card index system (no method of 
obtaining names mentioned)....... 9 
Promise to mail catalogue or other 
RED a vucadmeaddbadeadsestens 5 
Sending out invitations.............. 2 
Giving away souvenirs.............. 2 
Asking visitors to buy............... I 
Inviting visitors to ride............. I 
Asking visitors to register........... I 
Furnishing visitors transportation home 
Conducting a raffle.................. I 
Conducting a guessing contest........ I 


By “generalship” 





show management aids in a cooperative 
performance of this function by requir. 
ing visitors to sign their names and ad. 
dresses on their cards of admission, but 
as a general rule it is left to the ingen. 
uity and initiative of the individual ex. 
hibitors to get the names. Table II] 
indicates the methods used by 68 auto. 
mobile dealer exhibitors questioned on 
the subject and also shows the relative 
popularity of these methods.” Since 
upwards of 60% of the exhibitors ap. 
parently use no organized plan, the 
opportunities open to that one who is 
willing to expend time and effort on the 
formulation of a workable scheme are 
obvious. 

By far the most important single re- 
sult of the trade exposition is the build- 
ing up of that intangible and invaluable 
asset which for want of a better name 
we designate as consumer good-will, 
The existence of good-will implies a 
favorable knowledge of a commodity on 
the part of the purchasing public. It 
also implies a preference for the com- 
modity or an insistence upon it which 
is the result of familiarity with it, 
achieved either through use or publicity. 
The show possesses certain marked ad- 
vantages as a medium through which 
people may be informed concerning the 
more favorable facts about an industry 
and its product. It is spectacular. The 
mere magnificence of the national auto- 
mobile show and the sheer beauty of the 
silk and flower shows command the tr 
terest of the community and the trade. 
The show renders possible personal 
contact with large masses of the pur- 
chasing public. The representatives of 
the seller actually meet and converse 
with the public. The trade exposition iS 
a very admirable device for getting 
people to ask questions about a product. 





* A part of the questionnaire previously men 
tioned. 
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Many people who, because they feel 
that a visit to a private showroom 
places upon them a certain responsibility 
to buy, hesitate to inform themselves in 
that manner concerning the qualities of 
a product, are put entirely at ease by the 
nominal admission fee charged for the 
show, and feel that the fee entitles them 
to ask questions to their hearts’ content. 
As a result, worth-while information 
concerning materials, methods of pro- 
duction, and proper care and use of the 
commodities displayed may be imparted 
at the exposition. The enthusiasm 
which is characteristic of a large show 
is contagious and frequently rises to 
what one observer has characterized as 
“mob psychology,”*” which plays a most 
important part in the formation of de- 
sires and preferences as well as of actual 
decisions to buy. 

The intangible, untraceable results 
which flow from the presence of good- 
will are the most important of the bene- 
fits conferred by the show. 

The dealers from whom the informa- 
tion in Table IV was obtained repre- 
sented all types of cars, and were ex- 
hibitors in automobile shows in some 24 
cities and towns of all sizes. The first 
part was compiled from their answers 
to the question: What do you regard as 
the most iniportant results of the show? 
The second part was compiled from 
their answers to the question: What 
results have you observed from the 
show? 


Social and Economic Results of 
the Show 


The trade exposition is a means of 
merchandising and publicity. As such, it 
is open to all the objections which are 
commonly urged against all sales activ- 





"A. C. Reeke, president of the Reeke Nash Mo- 
tors Company, of Cleveland. 
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ity. It cannot be denied that there is a 
certain amount of mob spirit present in 
the case of an exposition at which retail 
sales are permitted, and that it some- 
times stampedes visitors into buying 
things which they would perhaps be bet- 
ter off without. But, according to the 
reports of exhibitors in the local auto- 
mobile shows in which this element is 
very highly developed, less than 25% 
of the sales at the shows are of this 
character. Even these are likely to be 
made on a sounder basis than “mob 
psychology.”” The show presents one 
of the best possible opportunities for 
prospective purchasers to compare dif- 
ferent types and brands of the same 
product. Such comparison is virtually 
thrust upon them. As a result, even 


TABLE IV. Most IMporTANT RESULTS OF THE 
AUTOMOBILE SHOWS 

















Number of Dealers 
Selecting It as Most 
Result Important 
General publicity .........cccccscece 25 
Education of the public.............. 8 
Arousing public enthusiasm.......... 8 
po ee ee 41 
Compilation of prospect lists......... 30 
Early initiation of the season........ 7 
Sales during the show............... 4 
Raising salesmen’s morale ........... 2 
Inducing a comparison of value...... I 
85 





Number of Dealers 
Mentioning It as Among 








Result the Results Enjoyed 
SE OI a asc dd heaves anes 36 
Arousing of public enthusiasm....... 16 
PRN CN 6 i cicisinwa's 40040506 04 10 
PIS iv bak Secddiecedcsce:s 62 
Prospects lists compiled ............. 36 
Early initiation of the season........ 10 


Closer contact with the customers.... 9 
Sales during the show..............-. 8 
Arousing salesmen’s enthusiasm...... 5 
No results observable............... 4 
Training of salesmen................ 4 
Saving dealer demonstrations........ I 
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though the buyer purchase on impulse, 
he is likely to procure a commodity 
which more exactly meets his specific 
wants than would otherwise be the case. 
In the case of mechanical products, the 
show serves as a most effective means 
of educating owners in the proper use 
of the product. Probably fully half of 
the questions asked attendants at this 
sort of exposition relate to the method 
of using the product. The “stripped 
chassis” of the automobile show has 
done about as much as any other one 
thing to render the American public 
“motor-wise.”’ Finally, as was pointed 
out above, the show tends both to stim- 
ulate and to aid manufacturers in mak- 
ing improvements in such products. It 
can hardly be said that, when properly 
used, the trade exposition decreases the 
sum total of human satisfactions derived 
from the products exhibited. It is rather 
probable that the converse is true. 

The fact that the trade show is a 
cooperative affair assures that its spirit 
will be such as to induce the placing of 
emphasis on the basic service and essen- 
tial facts of an industry which all com- 
petitors possess in common rather than 
on its frills and niceties.** This coopera- 
tive element causes the trade, for its 
own good, to eliminate in a large meas- 
ure from show exhibits all false and 
misleading information. The severity 
of brand competition which, in some 
quarters, is regarded as socially detri- 
mental*® is somewhat tempered by the 
uniform display scheme and the educa- 
tional tone which the management usu- 
ally seeks to give the exposition in order 





“It might be expected that the frills and niceties 
would best lend themselves to display. But attend- 
ance at many trade expositions forces the conclusion 
that most successful exhibits are built around some 
basic fact concerning the product. 


*See Thorstein Veblen’s works for the most 
vitriolic denunciation of it. 


to make it representative of the industry 
rather than merely of the firms in it. 

The trade exposition is one of a 
group of what may be called allied 
or cooperative merchandising devices, 
Competing concerns unite in the use of 
these devices to expand the total market 
for the product in which they all have 
a common interest. The never-ending 
fight over the division of the existing 
market among them is temporarily held 
somewhat in abeyance. In so far as the 
trade show, by its long-run building up 
of demand due to the good-will engen- 
dered by it, succeeds in broadening the 
market for a product, it is likely to 
ensure for the producers of that product 
the savings of large-scale production, 
with the attendant possibility of price 
reductions. 


Trades for Which Adapted 


The exposition is better adapted in 
some trades than in others to produce 
the business and social benefits above 
outlined. The type of trade to which it 
is adapted must remain a matter of 
opinion, as statistics on the point are not 
available. Nor is much of the material 
on which an opinion must be based sus- 
ceptible of reduction to statistical form. 
An examination of the results of trade 
expositions in most of the industries in 
which they are extensively employed 
seems to indicate that this device can 
most effectively achieve its functions in 
industries of the following types: 


1. In an industry making a product subject 
to rapid development and improvement or 
involving the development of novelties; 

2. In an industry distributing technical, 
semitechnical, or mechanical products to the 
general public or to a fairly wide group of 
users ; 

3. In an industry selling products which 
lend themselves especially to massed display; 

4. In an industry producing commodities 
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which cannot be sampled but which are not 
so thoroughly standardized as to be capable of 
ready purchase by description ; various types 
of power and marine machinery furnish ex- 
amples of this class ; 

5. In an industry producing heavy products 
of considerable unit value which are sold 





direct to users whe constitute a widely scat- 
tered group, such as the motor-boat industry; 

6. The manufacturers’ closed show open 
only to either wholesalers or retailers in the 
case of goods possessing the style or design 
element is likely to be an effective and cheap 
agent of distribution. 
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SUMMARIES OF BUSINESS RESEARCH 
THE AMERICAN RUBBER SITUATION 


States has been confronted with a 
new problem in raw material sup- 
plies, a problem which assumes inter- 
national significance. The operations of 
the natural law of supply and demand 
have been artificially manipulated, and 
restrictions have been placed upon the 
supplies of such imported commodities 
as crude rubber, coffee, silk, nitrates, 
potash, quinine, tin, sisal, quicksilver, 
and pulp wood with the avowed or sup- 
posed purpose of valorization. Whether 
or not the attempts have been justified, 
or even beneficial, is not of primary con- 
cern here. But the schemes of various 
governments have had far-reaching and 
even spectacular results, and have pre- 
sented the new problem of finding means 
by which our industries may receive at 
all times the normal amount of those 
materials which we ourselves do not 
produce but which are necessary to 
our use, 
The result of one of these schemes of 
a foreign government, the Stevenson 
Act, has received considerable publicity. 
Its effects upon the rubber market have 
called forth considerable debate and 
even government action in the form of 
inquiries from the United States De- 
partments of State and Commerce to 
the British Government. Along with 
various other commodities mentioned 
above, rubber has been subjected to an 
investigation by the House of Repre- 
sentatives Committee on Interstate and 
Foreign Commerce, in which it played 
the major role. 
The object of these raw material con- 
trols, according to the Secretary of 


ss several years past the United 


Commerce, as universally asserted is 
“to stabilize prices to both producers 
and consumers at fair rates.’ It is sta- 
bility of price of materials at a fair rate 
rather than cheapness which is the pri- 
mary desideratum not only of producer 
and manufacturer, but of the consuming 
public as well. To the producer it guar- 
antees a return on investment, to the 
manufacturer, a nonfluctuating cost 
basis, and to the consumer, a more 
stable range in the present price of fin- 
ished products at a price which will also 
insure future materials at a fair price. 
In this respect the crude rubber supply 
holds a position far different from such 
materials as wheat and cotton. The 
supplies of the latter may fluctuate from 
year to year; a stringency causing high 
prices will call forth greater production. 
The same is true of the extractive in- 
dustries. Crude rubber, like coffee, how- 
ever, is neither an annual crop nor a 
product of given quantity whose rate of 
production may vary. It requires six 
years before a planted crop yields com- 
mercial returns, and from eight to ten 
before it reaches full bearing. Then, 
the possible returns from a given area 
are fixed regardless of change in price. 
Hence, a fluctuating price, if low, may 
cause a future shortage by discouraging 
planting, or, if high, may mean supplies 
in the future at disastrously low prices 
to producers and an upset in supply for 
the more distant future. 


The Stevenson Act 


The Stevenson Act went into effect 
November 1, 1922. Though there were 
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objections to it from the first because 
any form of control in supplies was re- 
pugnant, it was hailed by many, includ- 
ing some American rubber manufactur- 
ers, as a good thing. The price of rub- 
ber in 1921 had averaged 16.3 cents a 


pound and for 1922 it was 17.5 cents, . 


as compared with 67.2 cents during the 
War and a price of 36 cents which 
plantation owners claimed was essen- 
tial to the industry. Plantation rubber 
furnishes about 93% of all the world’s 
rubber, and planters claimed that at the 
low prevailing prices expenses could not 
be met and that with a continuing low 
level many plantations might be aban- 
doned. Perhaps more serious was the 
fact that low prices discouraged fur- 
ther planting, so that in the future there 
would not be enough rubber to care for 
increased demand. Hence, it was 
argued, a profitable price was essential. 

The plan of operation was to fix a 
standard production which should give 
a definite quota to each plantation in 
British territory, and to establish for 
each quarter of the year a percentage 
of the standard production which might 
be exported. The percentage varied ac- 
cording to the fluctuation of the price 
above or below 1s 3d, or 30 cents a 
pound, increased releases of 5% or 
10% being allowed when the price rose 
above 1s 6d. Exports above quotas 
were prevented by a prohibitive tax 
which would be placed even upon that 
shipped under the quota. Additions to 
standard production have been allowed 
to care for new areas coming into bear- 
ing, but the complaint has been made 
that at the time of adoption produc- 
tion was already at least 13% above 
the 1920 figures taken, so that even 
100% allowance would not permit full 
exportation. 

The plan lacked flexibility and failed 


to stabilize prices in the rubber mar- 


ket. Regardless of increased American 
demand after the depression of 192; 
and the rapid advent of the balloon 
tire, which consumes approximately 
35% more rubber than the older type, 
increases of exports by quarters never 
amounted to over 10%. Stocks ac. 
cumulated in London fell off from 
72,000 tons at the end of 1922 to 6,000 
at the end of 1925, and American 
stocks also decreased. Manufacturers 
bid against one another for supplies, 
and speculators naturally profited by 
the situation. As compared with a 
stated “fair price” of 36 cents a pound, 
prices have soared as high as $1.21 in 
July, 1925,’ averaged $1.03 for that 
month, 73.06 cents for the year 1925, 
and 48.6 for 1926. During the past 
winter the price ranged around 40 
cents. Even then a 100% allowance 
was not reached until February, 1926. 
Thus the prices not only fluctuated but 
reached heights that were inevitably 
reflected in final products, to the enrich- 
ment of producers, or, perhaps more, 
of speculators, and to the detriment of 
consumers. Rubber imports in the year 
of highest prices, 1925, cost us nearly 
$320,000,000 more than they would 
have cost at the stated “fair price.” 
Beginning November 1, 1926, the re- 
striction plan was changed. The new 
pivotal price was fixed at 1s 9d, or 42 
cents, instead of 36 cents. Presumably 
more flexibility has been introduced, as 
larger changes in percentage allowances 
may occur. If the price averages 35 
for any quarter, the allowance will be 
increased to 100%; if 25, the increase 
will be 10%, or, if the previous figure 
was 80, to 100. If the average is 15 





*From crude rubber, coffee, and other hearings 
before the Committee on Interstate and Foreign 
Commerce, House of Representatives; 1926 figure 
from Standard Trade and Securities Service, which 
gives 72.5 cents for 1925. 


wwraiarwmawTréa me oo rgrtenmwawrewnsme ee oan Ge ew eee, 





gd but 1 
no chan 
tained 
when th 
increase 
Is gd, t 
the pres 
below I. 
The 
100% ¢ 
is seemi 
market 
percentz 
as it di 
yet a 2¢ 
to over 
months. 
stability 
and pric 
42 cents 
before « 
released 
provisio 
months, 
be made 
Past 
ence to 
spite of 
prices, | 
even of 
becomes 
ment fe 
“standa 
high pr 
the plas 
tions af 
introduc 
the crac 
tion ag 
prices, : 
gested 
their de 
ness. 
Sever 
under tl 
to give 
relief 





SUMMARIES OF BUSINESS RESEARCH 451 


gd but not more than 2s, there will be 
no change unless this average is main- 
tained for three successive quarters, 
when the percentage change will be an 
increase of 10%. If between 1s 3d and 
1s gd, the reduction will be 10%, or, if 
the previous figure was 100, to 80. If 
below 1s 3d, the reduction will be to 60. 

The range is set between 60% and 
100% of standard production. There 
is seemingly more check to a runaway 
market such as that of 1925, and the 
percentage can never fall as low as 50, 
as it did at the end of 1924. Yet to 
yet a 20% increase the price must rise 
to over 2s, or 48 cents, for three 
months. The goal is obviously more 
stability at a figure of at least 42 cents, 
and prices would need to range between 
42 cents and 48 cents for nine months 
before even 10% more rubber would be 
released. Another objection is that the 
provisions are adopted for only twelve 
months, after which any changes may 
be made which appear desirable. 

Past experience with a strict adher- 
ence to the letter of the regulation, in 
spite of greatly changing and very high 
prices, gives little hope of a guaranty 
even of the new 42-cent level if rubber 
becomes scarce. There is no arrange- 
ment for increasing the quota above 
“standard production,” no matter how 
high prices rise. Furthermore, since 
the plan gives no indications of inten- 
tions after November 1 of this year, it 
introduces undesirable uncertainty to 
the crude rubber purchaser. As protec- 
tion against fluctuations and exorbitant 
prices, several remedies have been sug- 
gested which call for an analysis of 
their desirability and probable effective- 
ness. 

Several of these suggestions work 
under the restriction plan and are aimed 
to give temporary relief. Permanent 
relief from the possibility of price 


manipulation, however, can come only 
through planting for a supply in regions 
other than those under British control. 
Of the former group we may mention 
the greater use of substitutes, conserva- 
tion of supply, and a purchasing pool. 


Use of Substitutes 


High prices have encouraged investi- 
gation into the probable use of substi- 
tutes for crude rubber. During the 
high prices of 1925 the laboratories of 
the large manufacturers were busy on 
this subject. Lower prices have less- 
ened the activity. So far as reported 
up to the present time, there are no 
chemical substitutes of commercial prac- 
ticability. Such as exist do not have 
the qualities of natural rubber. A 
product can be made which is almost as 
good as natural rubber for the making 
of hard rubber products, but it is 
greatly inferior for other uses. Sub- 
stitutes were in use in Germany during 
the war which did good service, but 
which were discarded when it was again 
possible to secure crude rubber. There 
is no evidence to show that they were 
reintroduced, even under the stimulus 
of high prices two years. ago. “Syn- 
thetic” rubber is rendered more difficult 
of production by the complex structure 
of the rubber molecule and the fact that 
rubber is to some extent a protein sub- 
stance. 

There are certain materials which are 
added to rubber compounds to replace 
a certain percentage of rubber content. 
Such are oil substitutes and the so-called 
mineral rubbers, which are asphalt 
compounds. They are added rather for 
the qualities they add to the final prod- 
uct than as substitutes, and do not re- 
place the basic rubber. 

Another substitute for crude rubber 
which has had a considerable increase 
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in use recently is reclaimed rubber. In 
1919 its production in the United States 
was 17,000 long tons; in 1925, over 
123,000, in 1926, approximately 128,- 
000. In addition, during the past two 
years many new uses for it have been 
found, and several large plants have 
been built for its production by new and 
better methods. The technique of re- 
claiming has developed rapidly. The 
cost of production is given by one of 
the leading manufacturers at from 9 
to II cents a pound under the best mod- 
ern methods, a cost considerably under 
that of a few years ago. The possible 
use of reclaimed rubber, however, is re- 
stricted, for in many products it does 
not give desired results, and in others, 
such as fire hose, its use is dangerous. 
The sulphur of former vulcanization 
and the previously used mineral filler 
can be only partially removed, so that 
with revulcanization the sulphur and 
filler content is high. Reclaimed rub- 
ber does not become “new’’ rubber. 
Furthermore, in many of the places in 
which its use is possible to a certain de- 
gree, twice as much reclaimed as crude 
rubber is required. In spite of these 
objections, its use is profitable so long 
as crude rubber costs something over 20 
cents, and however it is used, it cuts 
down the quantity of crude required. 
It constitutes, therefore, an effective 
competitor for the crude supply, though 
it checks increased demand rather than 
cuts demand. 


Conservation 


The United States government, 
through the Department of Commerce, 
has carried on a campaign for the con- 
servation of rubber. America is 
naturally so wasteful that considerable 
savings are possible. Active support to 
the campaign has been given by rubber 


manufacturers. Though the results of 
such a campaign can never be measured, 
the Secretary of Commerce feels that 
considerable savings have been made 
through delays in purchasing, more 
careful use of tires, repairing of rubber 
products rather than scrapping them, 
and some cutting down in number of 
spare tires carried by automobiles. 
From October, 1925, to March, 1926, 
at the height of the government's en. 
deavors, sales of automobile casings by 
dealers were estimated at about 259, 
less than the year before. From 1924 
to the period of high prices in 1925, 
the amount of crude rubber used for 
manufacturing tire-repairing material 
increased 70%. In the manufacturing 
field, standardization of sizes and types 
has helped somewhat to cut down in- 
ventories which the advent of the bal- 
loon tire had greatly increased by the 
introduction of new sizes, and thus has 
tended to reduce the demand for rubber. 
Changes in tire design have also as- 
sisted. Conservation by the consuming 
public, however, is likely to be a pass- 
ing fad. The effect of delayed pur- 
chases is not permanent. With lowering 
prices, one can scarcely expect any in- 
creasing results in this field of endeavor. 

In addition to conservation, one 
might mention the growing efficiency in 
the art of producing rubber products, 
exemplified by the familiar increase of 
tire mileage. This greater efficiency will 
increase demand for the products them- 
selves, but without an attendant propor- 
tion7l increase in the demand for crude 
rubber. 

Purchasing Pool 


Late in 1926, a purchasing pool was 
established by some of the larger rubber 
companies with resources reputed to be 
$40,000,000. This amount, with rub- 
ber at 40 cents a pound, would buy 
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50,000 tons of rubber, approximately 
one month's supply of the estimated 
consumption for 1927. The purpose of 
this pool is not to restrict the buying 
of rubber by its members or to buy 
cheap rubber, but to stabilize the mar- 
ket and to prevent wide price fluctua- 
tions with consequent inventory losses. 
Under the influence of individual buy- 
ing, when the price of crude rubber 
started to decline, buyers stayed out of 
the market hoping to secure lower 
prices. Such curtailment of purchasing 
cut down shipments from the planta- 
tions and later caused a natural increase 
of prices, an increase which was accel- 
erated by the rush of separate buyers 
into the market and by their bidding 
against one another. The combination 
purposes to buy cooperatively when the 
market is low, in order to check de- 
clines, and to sell the accumulated rub- 
ber when conditions indicate a runaway 
market. Such purchasing should keep 
the price level above the point at which 
greater restrictions would be made un- 
der the Stevenson Act, and hence 
should prevent the artificial limitation 
of supply. 

Such plans, however, function as re- 
lief measures and do not eliminate the 
restriction itself. Even the purchasing 
pool is a device which normally would 
be far less useful were it not for re- 
striction. It ties up vast quantities of 
capital in a manner which gives no 
positive final solution in the nature of 
unrestricted supply. The only way in 
which the desirable supply can be ob- 
tained is by the removal of restriction, 
or by the planting of rubber in areas 
not under British control—by securing 
freedom in obtaining our raw materials. 
he removal of restriction seems un- 
likely, at least so long as no positive 
step is taken to render it ineffective and 
uneconomical. 


Extension of Rubber Planting 


The question of fostering rubber 
planting in non-British areas becomes a 
question of American investment in 
colonial enterprises, and its desirability 
rests on a purely commercial basis. In 
the light of such a view, it is advisable 
to examine the adequacy of present po- 
tential future supplies of rubber, the 
probable cost of that supply and the 
cost of producing new supplies, and the 
regions whence such supplies are to be 
obtained. 


Forecast of the Future Rubber 
Situation 


A forecast concerning the adequacy 
of the future supply has been made un- 
der government supervision and sounds 
warnings of the inability of the world’s 
production to take care of world con- 
sumption within a very few years. Vari- 
ous English estimates are even more 
pessimistic. Considering all possible 
production in the world’s producing 
regions of both wild and plantation 
rubber, the shipments from British 
regions under the restrictions of the 
Stevenson Act, and the forecast of rub- 
ber consumption,’ a definite shortage 
will soon be felt. Table I will show 
how and when this shortage is expected 
to occur. 

Stocks at the end of 1926 were 271,- 
000 tons. From the estimates, they 
would rise to 377,000 at the end of 
1927 and decline to 272,000 at the end 
of 1930. Normal stocks of eight 
months’ supply are generally considered 
necessary, largely because of the length 
of the shipping time from the Middle 
East to the United States. At the end 





* As estimated by Ray B. Prescott for the Rub- 
ber Association of America, Incorporated. 
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Taste I. Estimates OF FUTURE PRODUCTION AND 
CONSUMPTION OF RUBBER 


(Unit: 1,000 long tons) 











World's World's 
Year Production Consumption 
1924 $31 505 
1925 574 54° 
1926 606 575 
1927 623 608 
1928 633 641 
1929 637 672 
1930 641 703 











of 1923, actual stocks were 88% of 
normal, would rise to 95% at the end 
of 1926, and by 1930 decline to 58%, 
an actual supply for only 4.6 months. 
Furthermore, consumption figures were 
considered conservative, especially for 
European demand, to be compensated 
for, perhaps, to some extent by a de- 
cline in required working stocks to less 
than an eight months’ supply. Not 
even if planting had taken place at once 
when the first figures were given out in 
the spring of 1924 could the shortage 
have been prevented, if the estimates 
are correct, on account of the time re- 
quired before rubber trees begin bear- 
ing. 

In spite of this ominous future, the 
large rubber companies have _ not 
seemed to be greatly alarmed over an 
actual shortage of rubber; discussions 
of the crude rubber situation have dealt 
with high prices and British monopoly 
and ways to adjust them rather than 
with greater acreage of plantations, 
with ways to produce rubber outside of 
British control rather than with ways 
of increasing an insufficient future sup- 
ply. Whether discussion of the one 
question so completely overshadowed 
the other as to engulf it, or whether 
consumers have through lethargy as- 
sumed that sufficient rubber stocks 
would be available as in the past with- 
out effort on their part, it is true that 


the publicity concerning the rubber 
question has emphasized means of com. 
bating British monopoly even when 
high investments were at stake and new 
regions were to be opened. 

The figures given in Table I can be 
further analyzed. Brought up to date, 
the grouping appears as in Table II. 

The table is a composite of tables 
for each of the producing districts, 
Most of these districts are plantation 
regions for which, because of the nature 
of the crop, fairly accurate forecasts 
can be made. The figures for the Dutch 
East Indies are broken down into plan- 
tation and native production and appear 
in Table III. 

In contrast to the estimates made of 
native production, which predicted the 
lowest amount of production in 1930, 
the following figures represent the 
actual native production for this region, 
with the customary allowance made for 
moisture and dirt. 


Year Long Tons 
| ee er 36,000 
er 56,300 
DORE ks cassecun 85,200 
 eerereer 85,700 


The future of this native production 
is not a question of trees but of labor; 
areas which may be tapped abound. 


Tasie II. Totrat Russer Exports OF PRopucine 
CouNTRIES COMPARED WITH WORLD'S 
CONSUMPTION 


(Unit: 1,000 long tons) 














Total Exports of World's 
Year Producing Countries* Consumption 
1924 429 477 
1925 515 550 
1926 615 to 625f §26 to $40 
1927 625 608 
1928 623 641 
1929 637 672 
1930 641 793 











* These figures correspond with production figures. 
t+ From United States Government estimates. 
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Furthermore, according to English au- 
thorities, the figures for the dry equiva- 
lent of the rubber produced in the past 
few years are underestimated, for 
seemingly better care on the part of 
the native producers is reducing the 
amount of dirt and other extraneous 
matter found in the final product. Bet- 
ter care is also reported in tapping 
methods under the instructions of the 
Dutch Colonial Government. It is not 
yet so scientific as the procedure on the 
plantations, but better practices are be- 
ing used. The native can still move to 
new regions when he exhausts trees. 
Large profits, of course, have at- 
tracted this increase. The Native Rub- 
ber Investigation Committee, acting 
under the auspices of the Dutch 
Colonial Government in 1925, found an 
increase in native production of from 
6,000 tons in 1921 to an estimate of 
120,000 tons in 1925,° and forecasted 
an increase to 240,000 tons by 1930. 
Since the trees are already available, 
this rubber can be produced by the 
native grower at a cost of from 14 cents 
to 24 cents a pound. 

This amount of rubber will greatly 
counteract the predicted shortage. Its 
influence should make possible another 
50,000 tons of rubber yearly. That it 
has not increased world production 
over the estimates thus far can be ex- 
plained by the restrictions which have 
held the Ceylon and Malaya shipments 
below possible production. 





*The native production of “wet” rubber to 
which these figures apply was 121,000 tons in 
1925. 

*The number of tires (tires constitute the chief 
use of rubber) made during 1926 actually de- 
creased slightly from the 1925 figure, according to 
figures published by the Rubber Association of 
America, Inc. This fact may be due to greater 
tire mileage, but is more probably the result of 
forward buying during the price rise in tires in 
1925. 
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Furthermore, contrary to the esti- 
mate given, there was less consumption 
in 1926 than in 1925. The increased 
use of reclaimed rubber and the greater 
efficiency in the use of crude rubber are 
offered as partial explanations.‘ 

The net result of these changes has 
been an increase in total stocks in the 
United States from 48,000 tons at the 
end of 1925 to 69,000 tons at the end 
of 1926, and an increase in London 
stocks from 6,000 tons at the end of 
1925 to 50,000 tons at the end of 1926. 

The rubber shortage seems a remoter 
possibility than was originally predicted 
in 1924. There is still room for plant- 
ing, however, since increased plantings 
during the past few years are reported 
to be only approximately enough to 
care for decreased production on older 
plantations. 

A question which has received much 
more attention than the predicted rub- 
ber shortage has been the probable 
future price of rubber, what a fair price 
should be, and how a fair price might 
be secured. This question has assumed 
the importance of extensive publicity; 
it consumed a large portion of the time 
of the House of Representatives In- 
vestigation Committee which examined 
the manipulation by foreign govern- 
ments of some of the raw materials con- 
sumed in this country. 


Taste III. Estimates OF RUBBER PRODUCTION, 
DutcH East INDIES 


(Unit: 1,000 long tons) 














EuROPEAN 
Year Sumatra Other NATIVE TOTAL 
East Coast 
1924 54 62 32 148 
1925 ' $69 67 36 162 
1926 63 72 36 171 
1927 66 75 32 173 
1928 70 78 32 180 
1929 72 79 30 181 
1930 73 80 29 182 
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Cost of Production 


The question of probable price and 
of fair price in all these discussions was 
ultimately concerned with the cost of 
production of rubber. And concerning 
this item there is the widest variance 
of estimate from 16 cents or 17 cents 
to 36 cents given in the government re- 
port to statements by some rubber 
manufacturers, witnesses at the investi- 
gation, that about 35 cents would be a 
fair price to pay for rubber in America.® 
Mr. Firestone, of the Firestone Tire 
and Rubber Company, during his dis- 
cussion of his proposed project in 
Liberia, estimated 15 cents or perhaps 
a little less, as the cost of production 
with all charges, including those for 
capital. The Secretary of Commerce 
mentioned a cost of 16 cents or 17 cents 
a pound for rubber landed in America. 
In another part of the Committee’s re- 
port, 11.9 pence, or about 24 cents, was 
stated as a low cost for producing rub- 
ber, based upon actual operations. One 
manufacturer whose company has plan- 
tations in the Middle East gives 25 
cents as the cost of production (exclu- 
sive of transportation) and thinks that 
this figure would be a fair estimate for 
the large British concerns. The House 
Investigating Committee supports 36 
cents as a fair price to cover both cost 
and capital return by stating that their 
hearings showed that such a price would 
yield a 15% to 25% return to growers 
on their capital, and also that under the 
Stevenson Act the growers accepted 
this as a fair price. 

In view of the wide variance in these 
statements, it is rather difficult for the 
layman or the investor to form any 
judgment as to what a fair price of rub- 





*From crude rubber, coffee, and other hear- 
ings before the Committee on Interstate and 
Foreign Commerce, House of Representatives. 


ber should be. None of the estimates 
states just what is included in the cost 
of production. The figure of 16 cents 
is stated to be the cost of merely col. 
lecting and transporting rubber from 
full bearing plantations, but the same 
figure has frequently been used in pub. 
lications to prove that the price at which 
the Stevenson Act aimed was excessive. 
A definite conclusion is not possible, 
but it appears useful to analyze just 
what might be included in the cost price 
of raising rubber by plantation meth. 
ods. 

The first element of cost is some 
remuneration for the expense of the six- 
year nonproductive period of waiting 
before a plantation begins to produce 
commercially. In the long run, in- 
vestors will demand this remuneration, 
and the industry is not on a sound basis 
unless it gives it. As there is no imme- 
diate return, this remuneration must be 
added as a cost to the producing period. 
Furthermore, a return on interest dur- 
ing this period must be allowed if the 
return is to be comparable to that from 
other industries. During this time Eng- 
lish concerns have even found it neces- 
sary to pay small dividends. 

What the interest rate should be 
cannot be stated accurately. A fair rate 
depends entirely upon what the average 
investor insists upon getting as com- 
pensation for his risk, and this figure 
can best be gauged by comparisons of 
returns demanded in other industries. 

The plantation industry is attended 
by great risks. There are the questions 
ut recruiting labor, of selecting a loca- 
tion not only with suitable soil and rain- 
fall, but also with a healthful fever-free 
environment for the labor supply (@ 
very important question in the tropics), 
and, in many regions, the question of 
tropical storms. In addition, there are 
risks in planting and growing the crops 
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and of cyclical fluctuations at the times 
when returns may be most imperative. 
Possible overproduction and depressed 
prices must be considered, and in this 
chemical age, the possibility of cheaper 
substitutes. Further, there is the nat- 
ural tendency for capital to seek home 
industries rather than colonial enter- 
prises, a condition which means that to 
obtain capital the rate abroad must be 
higher than the domestic. 

Studies over recent years have shown 
that securities of enterprises showing 
high risk were capitalized at from 20% 
to 25% on earnings during the years 
1912-1921. United States Steel in the 
period 1915-1921 sold at a capitaliza- 
tion of 17.74%.° During 1922-1926, 
when the rate demanded was perhaps 
lower, the capitalization of the earnings 
rate was somewhat lower for represen- 
tative good companies, being 19.35% 
for the automobile industry, 14.28% 
for iron and steel, and 10.85% for 
petroleum. A rate of 15%, therefore, 
seems reasonable or even conservative 
for rubber plantations. In the report 
of the House of Representatives Com- 
mittee, 1§% to 25% is given as a fair 
return to allow producers, and several 
rubber manufacturers concurred in this 
opinion. 

It remains to examine the “‘opening”’ 
costs of plantations and the yield per 
acre which may be expected. A sum- 
mary estimate of capital costs in the 
Department of Commerce Bulletin, The 
Plantation Rubber Industry in the Mid- 
dle East, gives £70 as an average 
figure of the cost, which is distributed 
over a period of years, the largest in- 
vestment being in the first year. If in- 





"Badger, Valuation of Industrial Securities. 


“Expenditures were approximately as follows: 
First year, £34; second year, £7; third year, £9; 
fourth year, £6; fifth year, £8; sixth year, £6; 
total, £70. At 15% compound interest, the in- 


terest is allowed on each year’s invest- 
ment until the end of the sixth year, a 
return of approximately $85 an acre 
must be received during productive 
years to yield the stated return upon 
capital invested.’ 

The same bulletin gives estimates of 
future production from Middle Eastern 
plantations which range from 240 to 
400 pounds to the acre. The average 
estimate ranges around 320 pounds, 
with 350 as the highest figure which 
appears frequently and 400 as the high- 
est figure given. Recently, more care- 
ful selection and bud grafting promise 
a better type of tree with higher yield. 
The United States Rubber Company, by 
the use of fertilizers, has changed a low 
yield plantation to one which promises 
to run well over the 400 figure. Hence 
the latter figure may well be more rep- 
resentative of the well-managed planta- 
tion of the future than a lower figure. 
Taking 320 pounds as a yield per acre, 
the interest return cited above would 
amount to about 26 cents a pound, 350 
would result in a figure of 24.40 cents, 
and 400 in 21.4 cents. Certainly, then, 
the capital return or earnings of the 
plantation may be stated as somewhat 
over 20 cents per pound of rubber pro- 
duced. 

In addition to capital charge, there 
is the cost of production to consider, 
the actual cost per pound of growing 
rubber after the trees come into bear- 
ing. The study made for the Depart- 
ment of Commerce for plantations in 
the Middle East, contained in the bul- 
letin mentioned above, gives the esti- 
mated future estate expenditures of 
plantations in that region, or the ex- 





vestment becomes slightly over £117, or about 
$569. A 15% yearly return on this investment 
amounts to $85. The par rate of sterling is taken, 
since costs in English money have not changed 
with the exchange rate. 
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penses of upkeep of producing area, 
tapping and collection, manufacturing, 
packing and f.o.b. charges, general 
charges such as indirect labor costs, and 
local taxes as 6.26 pence a pound. The 
addition of depreciation on buildings 
and machinery, freight and insurance to 
consuming markets, and head office 
charges gives what is known as the “all- 
in” cost of production of 8.22 pence. 
To this is added the depreciation cost 
of 1.02 pence, making a total of 9.24 
pence a pound as estimated on a yield 
of 400 pounds to the acre. 
In comparison with this figure, the 

bulletin gives past costs as follows: 

1919...17.7 British pence 

1920. ..18.3 British pence 


1921...15.6 British pence 
1922...11.9 British pence 


These figures include corporation and 
income taxes but exclude receipts such 
as transfer fees and interest on bank 
deposits. They also exclude deprecia- 
tion on rubber area, which would add 
a cent a pound. Drastic economies in 
production were effected in the period 
of very low rubber prices. The esti- 
mate for the future anticipates econo- 
mies from better selection and grafting. 

A British estimate for the years 
1922-23 and 1923-24 which includes all 
expenses except allowance for dividends 
and depreciation runs as follows :* 


1922-23 1923-24 
140 Malayan 

companies ....8.68 pence 9.68 pence 
33 Dutch East 

Indies com- 

re 9.22 pence 9.13 pence 
28 Ceylon 

companies ....7.60 pence 9.02 pence 
20 Plantation 

companies 

elsewhere ....9.07 pence 8.46 pence 





*From report of Symington and Sinclair, Lon- 
don, March, 1925. 


As these were years of economy, the 
estimates are lower than for the pre. 
ceding years. 

Mr. Firestone, in his testimony be. 
fore the Investigation Committee, 
stated that Mr. G. G. Schrieke, a Dutch 
investigator, found the average cost of 
production for 98 representative estates 
in the British colonies in 1922 to be 11 
cents at seaboard. Costs on his own 
plantation in Liberia for its first six 
months of operation after November, 
1924, were 10.99 cents, a figure he ex. 
pected to be lowered to 10 cents. He 
considers “‘11 cents a fairly low cost of 
production.” Just what expenses these 
figures include is not stated except that 
they do not include “capital charges.” 
They correspond somewhat to the 6.26 
pence estate expenditure figure given 
above for all costs except depreciation, 
insurance, and head office expenses. 

The figure of 9.24 pence a pound, 
including depreciation, on a yield of 400 
pounds to the acre seems a fair low fig- 
ure. It amounted to 16.56 cents when 
the estimate was made, but at present, 
with differences in the rate of exchange 
without a cut in expenses at the planta- 
tions, would amount to about 18.9 
cents, a difference recognized by the 
investigator when the report was made. 
Four hundred pounds to the acre is a 
good-sized yield for a well-managed 
plantation under existing conditions. A 
general complaint in 1926, when the 
Stevenson Act permitted 100% of 
“standard production” to be exported, 
was that British plantations were no 
longer able to produce over 90% of 
the previous estimate; in other words, 
that productive capacity was decreasing. 
The government’s forecast given above 
recognizes this tendency to lower pro- 
duction in its diminishing production 
figures toward 1930. Considering his 
capital return and his direct expenses 
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for production, the investor would cer- 
tainly want something approaching 40 
cents for his rubber before he would 
select the rubber plantation industry in 
preference to a home industry as an 


outlet for his capital. 
Rubber Growing Regions 


In discussing the regions wherein 
rubber might be grown outside the 
regions dominated by the British and 
therefore governed by their restrictive 
measures, one must consider in addition 
to the questions of climate and soil 
suitability, the question of labor, not 
only as to amount but also as to adapta- 
bility and cost, the question of land cost 
and restriction, of transportation, and 
of assurance from the ruling govern- 
ment that no restrictions will be enacted. 

It is interesting to note the progress 
made since 1920 of American rubber 
holdings in foreign countries and the 
proportion of plantation production 
now under American control (Tables 
IV, V and VI). 

In 1920, America’s total cash invest- 
ment in rubber plantations amounted to 
approximately $16,000,000. 

The total acreage of all companies, 
169,999 acres, represents an increase of 
about 614% over 1920. 

About 84% of the total area, 
84,000 acres, can be tapped. The total 
area planted in the Middle East is 
4,296,000 acres, of which the American 
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percentage is about 2%4%. The total 
area planted and British-owned is 
2,961,000 acres; the American per- 
centage of the British total is therefore 
about 3.4%. The capital invested in 
plantations in the Middle East totals 
$876,000,000, of which American cap- 
ital is represented by $32,000,000, or 
3.6% of the total. Included in the total 
investment is $505,000,000 of British 
capital; American capital is 6.3% of 
this amount. It is interesting to note 
that the largest American plantation, 
that of the United States Rubber Com- 
pany, supplies its parent company with 
but 25% of its crude rubber require- 
ments. The above American planta- 
tions are all planted with Hevea trees. 

The present rubber regions suitable 
for plantations in the Middle East in- 
clude Ceylon, the Malay States, Sar- 
anak, Java, Sumatra, Dutch Borneo, 
and Cochin China. The first three of 
these are under British dominion. The 
shipments from Malaya in 1926 were 
281,096 tons, and from Ceylon, 59,383 
tons, respectively 45.7% and 9.7% of 
the world’s total shipments under an 
average restriction of 92.5-12%. Sar- 
anak is inaccessible and produces but a 
negligible quantity of rubber. 


The Middle East 


The Dutch East Indies are the 
world’s second largest producing region, 
shipping 201,235 tons, or 32.7% of the 


Taste IV. AmericaAN Rupper Ho .pincs, 1920 (IN ACRES) 
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world’s total in 1926. Java, Sumatra, 
and Dutch Borneo furnish most of the 
supply. 

Java is a small, thickly populated 
island with an abundant labor supply. 
Additional rubber planting would sup- 
plant the island’s two most important 
products, rice and sugar, and therefore 
does not seem advisable on a plantation 
scale. The Dutch East Indies govern- 
ment is alarmed at the supplanting of 
food crops by rubber. Rubber will 
doubtless continue to be grown by 
natives on the same ground with other 
smaller crops, as now. 

Sumatra has plantations in the north. 
In the south there are only native plan- 
tations, and transportation is hardly 
developed. The United States and 
Goodyear plantations are on this island. 
Labor is brought from Java and can be 
secured under three years’ contract 
through the government agency. Chi- 
nese coolies are used for the heavy 
work of clearing the land. Overhead 
is small, and labor good, with wages 
about 18 cents to 20 cents a day. 

There is a great difference in yield 
from the different soils of the island, 
but the example of the United States 
Rubber Company in bringing up its 
yield to high levels through the use of 
artificial manures indicates the possi- 
bilities of good management and ferti- 
lizers. Native plantations might be 
encouraged and contracts, similar to the 


formed with American interests, a half. 
and-half share system resembling tenant 
“on shares” farm contracts in America, 
The Dutch government survey shows 
large possibilities from these planta. 
tions. No difficulty has ever been ex. 
perienced with the government. 

Dutch Borneo contains large regions 
suitable for rubber growing. Nearly 
all production now is in the hands of 
natives, who neglect weeding, plant too 
thickly, and overtap, especially during 
times of high prices. Overtapping leads 
to early exhaustion of the trees. At. 
tempts to introduce Javanese labor have 
been hindered by the unhealthy climate 
and many deaths. American planters 
would need to enforce stringent san- 
itary conditions to exploit this region 
successfully. 

The Dutch East Indies regions have 
no restrictions on exports, the Dutch 
having steadfastly refused to join the 
British in restriction schemes. The 
regions are well governed, the govern- 
ment enforcing labor contracts and also 
requiring strict observance of regula- 
tions on sanitation and food prices by 
the planters. The maximum limit to 
prices of foodstuffs imposed on planters 
to protect the purchasing power of 
wages frequently adds slightly to labor 
cost. The Javanese labor ranks high 
for industry among the peoples of the 
Middle East. 

Cochin China offers many advan- 






































so-called native “bagi-dua’ system, tages, such as lenient labor legislation, 
TasB_eE V. AMERICAN RUBBER PLANTATIONS, 1926 (IN ACRES) 
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cheap operating costs, and freedom 
from taxation. However, on account 
of a law requiring that the controlling 
interest in plantation projects must re- 
main in the hands of the French, it is 
not a logical place for American 
investment. 

The new regions which have been 
suggested for rubber growing include 
Brazil, Central America, Mexico, 
Haiti, Cuba, the Philippines, Liberia, 
and. in the United States, Florida and 
Southern California. 


Brazil 


In Brazil, the original home of the 
Hevea braziliensis of the Middle East 
plantations, the rubber industry is still 
dependent upon the gathering of wild 
rubber. In 1900, Brazil furnished 
26,750 tons of rubber, or 50% of the 
world’s supply, in 1913, the highest 
year, 39,370 tons or about one-third 
the total, and since the war around 
25,000 tons a year. There are some 
small planted patches retarded by a 
long, dry summer season, bad choice of 
land, lack of knowledge of the best 
planting methods, and lack of proper 
upkeep after planting. But little gov- 
ernmental assistance or encouragement 
has been given in the past. 

Topography, soil, and climate are, 
however, satisfactory in certain regions 
of the Amazon valley. The transpor- 
tation factor is a hindrance; some re- 


gions are handicapped by being not only 
far from an ocean shipping point, but 
also by decreased navigability of rivers 
during the dry season. 

Most of the suitable land is virgin 
forest with temperature conditions sim- 
ilar to those of the Middle East but 
with less, though sufficient, rainfall. The 
estimates of establishing plantations, in- 
cluding clearing, buildings, roads, and 
the like, are slightly higher than in the 
Middle East. Public lands can be ob- 
tained at nominal prices in most regions. 

The labor supply is small; population 
in the Amazon Valley is less than one 
inhabitant to the square mile. Hence, 
exploitation of the upper Amazon is 
dificult. The problem of the lower 
Amazon is less acute, and an estimate 
of labor sufficient for at least 150,000 
acres has been made. The basic wage 
is 25 cents to 40 cents a day, but labor 
is not dependable. Those regions suit- 
able for rubber plantations are free 
from fevers and comparatively healthy. 

Land titles in Brazil, however, in 
many cases are conflicting, and until the 
federal government straightens them 
out, the legislation of the various states 
will not be satisfactory. Taxes at 
present are much lower than in the 
Middle East. The federal government 
has expressed active interest in foreign 
capital for rubber plantations in recent 
years. 

Rubber plantations might be profit- 
ably operated here in certain regions, 


TasLe VI. AMERICAN ACREAGES OF RUBBER PLANTED, 1926 
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provided that the Brazilian government 
could give the assurance that the present 
export tax on rubber would be removed 
or considerably lightened, or provided 
that a lower import tax would be set 
on equipment. Brazil’s present restric- 
tion on her coffee, much resembling in 
principle the Stevenson Act, complicates 
the question of probable freedom from 
restrictions. 


Northern Tropical America 


Until recently there has been little 
investigation of the possibilities of pro- 
duction per tree or per acre for Cen- 
tral America. A government bulletin, 
Possibilities for Para Rubber Produc- 
tion in Northern Tropical America, was 
made available early in 1927 to furnish 
“persons contemplating investment in 
rubber plantations the basic information 
which would determine the specific re- 
gions worthy of exhaustive informa- 
tion.””* With some of the 21 Latin 
American countries eliminated on ac- 
count of topographical limitations, 
there remain southern Mexico, Costa 
Rica, Panama, Colombia, Venezuela, 
and Western Ecuador, each of which 
would offer a million or more acres of 
land suitable for rubber cultivation. Six 
other countries with favorable climatic 
conditions offer smaller but important 
acreages. 

Investigators of the Firestone Tire 
and Rubber Company in 1923, before 
that company’s attention was called to 
Liberia, found in Central America and 
Mexico suitable climate and soil con- 
ditions and plenty of land, but in Cen- 
tral America not an adequate labor 





*It completes the series of reports which fur- 
nish data on the marketing of plantation rubber 
and rubber production in the Middle East, the 
Philippine Islands, the Amazon Valley, and in 
Africa. 


supply. In Mexico the investigators 
were hindered by a revolution. Neither 
region seemed suitable for this com. 
pany’s purpose. 

Certain parts of southern Mexico 
apparently offer conditions favorable in 
soil and climate to Hevea rubber grow. 
ing. Guayule, a variety of rubber bear. 
ing plant, is already cultivated there. 
This rubber yielding shrub, which must 
be destroyed totally to obtain the rub. 
ber, grows in four years and can be 
planted and harvested by machinery. 
The International Rubber Company, 
after many years of experimentation, is 
reported to have made a success of this 
plant by solving the mechanical prob. 
lems of propagating, planting, cultivat. 
ing, and harvesting by machinery espe- 
cially designed for the work, and to 
have made it possible for one man to 
produce that which otherwise requires 
15 plantation coolies continuously em- 
ployed. That this plant not only stands 
frost but requires it, makes it suitable 
for growth in nontropical regions. 
Plantations devoted to the growth of 
the rubber bearing castilloa have been 
proved unsuccessful at a cost of mil- 
lions. Some of these plantations are 
now entirely abandoned. 

Mexico is advantageously located for 
American markets; in case of war, ship- 
ments could be made entirely by land. 
Transportation facilities have greatly 
improved in the past few years. The 
productive powers of the country, how- 
ever, have been depleted by political 
disturbances. Poor labor conditions are 
largely attributed to such disturbances 
and would require careful management. 

Only Mexicans by birth or natural- 
ization and Mexican associations may 
acquire ownership to lands. Foreigners 
may obtain the same right, provided 
that they agree to be considered Mex- 
icans in respect to such property, and 
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agree not to invoke the protection of 
their government. The great drawback 
to American investment in Mexico is 
political uncertainty. 

In Central America, land near water 
transportation with suitable soil can be 
secured as low as $1 to $5 an acre. Use 
of land already cultivated will reduce 
opening expenses. Capital costs neces- 
sary to plant and to bring areas into 
bearing are estimated at from $150 to 
$250 an acre with methods used on 
banana plantations—methods less elab- 
orate than those used in the East. No 
indication is given of what interest 
charges are included. The use of areas 
already cultivated would cut down the 
danger from root disease, and there ap- 
pears to be little danger from other 
plant diseases. Ocean freight rates on 
rubber from Latin American ports to 
New York are now higher than from 
Singapore, but as tonnage became 
greater a reduction in rates could doubt- 
less be obtained. Health conditions and 
land tenure regulations are favorable. 

In Haiti, the people are mostly 
peasant farmers with small holdings or 
those with shifting methods of agri- 
culture. No large tracts are available 
for planting, and it would be difficult 
and expensive to buy small holdings. 

The Cuban government is encourag- 
ing rubber growing with bounties. Soil 
and climate are reported favorable. 
Little has been done as yet, and action 
must rest on more detailed investiga- 
tions as to possibilities. 

In these regions of tropical North 
America, wage rates for common labor 
range about $1 a day except in Haiti, 
where the basic rate is about half this 
much. This financial disadvantage, 
shared with the Philippine Islands, 
would make production costs about 32 
cents a pound, as compared with 18 to 
20 cents for the Middle East. Follow- 


ing the methods of banana operators 
should reduce the cost of upkeep to the 
extent that total production costs would 
be about 25 cents. 

Labor, furthermore, is scarce, and 
large plantations could not be manned 
locally. The West Indian Islands have 
the only appreciable supply of surplus 
labor, but could not furnish over 30,000 
to 40,000 workers. The logical solution 
seems to be the importation of Asiatic, 
especially Chinese, labor. It is believed 
that certain of the governments con- 
cerned would admit this labor under 
restrictions. 


The Philippines 


In the Philippine Islands there are 
now four small commercial plantations, 
aggregating 2,890 acres, and, in addi- 
tion, a few experimental plantations, on 
which the growth of the trees and the 
yield of latex compare favorably with 
some of the best in Malaya and the 
Dutch East Indies. The southern is- 
lands, Mindanao, Basilan, Jolo, Tawi- 
tawi, and the southern half of Palawan 
contain regions comprising more than 
a million and a half acres within which 
large areas with suitable soil and topog- 
raphy could be selected for rubber 
planting. Most of the land is within 
easy reach of water transportation, 
though some needs roads. These south- 
ern islands are not subject to the same 
danger from typhoons as the more 
northern sections. 

Temperature conditions and _ total 
rainfall and its distribution are very 
similar to those of present plantation 
regions. Investigations have shown 
some of the soils to be more suitable 
in texture, fertility, and resistance to 
surface wash than are those in which 
the bulk of the world’s rubber supply 
is now produced. Much of the suitable 
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land is covered with almost impassable 
forest, but there are grass lands avail- 
able which would cut clearing costs; the 
use of timber resources cleared by steam 
logging suggests the purchase of already 
cleared lands. An estimate which places 
cost at $250 an acre in present regions 
gives $100 to $200 as the cost for 
getting the land ready in the Philip- 
pines. Experience in present regions 
suggests economies, though, of course, 
the same are available to new planta- 
tions or extensions of old ones within 
these regions. 

It has been estimated that labor 
enough to care for about 500,000 acres, 
capable when mature of producing 
70,000 tons of rubber yearly, could be 
recruited, largely from the northern 
islands, at a cost of about $10 per 
laborer. This is one-third or one-fourth 
the costs in Malaya or the Dutch East 
Indies, but somewhat higher than in 
Ceylon. The wage scale in the southern 
Philippines is from 40 cents to 60 cents 
a day. This contrasts with 18 cents to 
20 cents in Malaya and the Dutch East 


Indies. The Filipinos are of higher in-. 


telligence and greater efficiency than the 
general run of labor in the Middle 
East. Yet their more independent 
nature presents greater problems of 
discipline. Labor turnover is greater. 
In the Philippines, contract labor, such 
as is enforced in the Middle East, is 
illegal, and this offsets some ad- 
vantages; one American plantation 
owner states that it takes six months to 
train the tappers, who make up about 
75% of the total labor force. Esti- 
mated future cost of production on 
Malayan plantations yielding 400 
pounds to the acre give 2.6 cents a 
pound direct cost for tapping and col- 
lecting. With wages two and one-half 
times as high (50 cents as compared 
with r8 cents or 20 cents), a differen- 
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tial in labor cost of slightly over 4 cents 
a pound is evident in favor of the Mid. 
dle East, one handicap of the Philip. 
pines which will require many economies 
to overcome. 

The government bulletin, Possibilities 
for Para Rubber Production in the 
Philippine Islands, gives but one esti. 
mate for the cost of production in that 
region. This estimate gives 4.4 cents 
for the cost of tapping and collecting, 
11.35 cents for the total estate expendi- 
ture, as given above, 4 cents for de. 
preciation on buildings, machinery, and 
the like, 13.56 cents for the usual “all. 
in” cost of production, to which 1 cent 
is added for amortization on rubber 
areas, to make a total cost of 14.56 
cents. These figures, however, are for 
a plantation which did not keep a rec- 
ord of actual costs, and they represent 
but a rough attempt of the manager to 
allocate costs of the different operations 
on the basis of a six months’ period of 
production. As figures other than those 
for direct costs vary most from esti- 
mates for the Middle East, it seems 
well not to base too much reliance upon 
their accuracy. On this plantation, up- 
keep was low because cattle grazed 
among the rubber trees, and a part of 
the time of managers and laborers was 
charged to an adjacent cocoanut plan- 
tation. These facts suggest possible 
economies for the small plantation. Un- 
fortunately, this figure of 14.56 cents 
has been used frequently to represent 
the cost of growing rubber and to dis- 
credit British estimates. 

The present land laws, designed to 
retain a diffused land ownership, do not 
lend themselves to large capital opera- 
tions in rubber plantations, 2,530 acres 
being the limit permitted any individual 
or corporation to own, with a possible 
right to lease as much more. Though 
rubber can be grown profitably on small 
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plantations, they are certainly not suit- 
able for any rubber manufacturing con- 
cern as large as the American organi- 
rations which would be primarily inter- 
ested in growing rubber. Recent gov- 
ernment reports certainly do not point 
to any probable change in this restric- 
tion. Because of the prosperity of na- 
tive planters in other regions, as in 
Dutch Borneo, encouragement of Fili- 
pinos to plant rubber with their annual 
crops grown on small forest clearings 
has been suggested. Such a plan would 
be in harmony with the present land 
policy. 

The plan of Dr. J. W. Strong, man- 
aging director of the American Rubber 
Company, Isabella de Basilan, Philip- 
pine Islands, suggests the following 
form of solution for the profitable op- 
eration on small estates. Presume a 
company formed to finance the plant- 
ing of 50,000 acres, with the necessary 
capital of $7,500,000. This company 
should be incorporated under Philippine 
laws for the purpose of financing and 
promoting rubber planting, and should 
have a staff of expert planters and agri- 
culturists to act as visiting agents for 
the various plantations, buyers, ac- 
countants, civil, mechanical, and sani- 
tary engineers, and an efficient legal de- 
partment. Arrangements would then 
be made with groups of five Filipinos 
or American citizens to take over a 
suitable block of 5,000 acres. Then a 
new corporation would be formed with 
a capital stock of $750,000, the central 
company underwriting its stock and act- 
ing as its managing agent. Nine other 
companies organized in the same man- 
ner would be managed by the parent 
company. As requirements would be 
similar, purchasing in large quantities 
would cut costs greatly. Equipment 
would be standard and each plantation 
could use the parent company’s expert 
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planting, engineering, legal, and medical 
advice at small cost. Transportation, 
labor hospitals, and labor recruiting 
could be furnished by the holding com- 
pany. A standard product marketed co- 
operatively could be produced and addi- 
tional plantations added by adding to 
the personnel and cash. The coopera- 
tion of the Philippine government 
would be necessary for the success of 
such a plan. 

Growing rubber in the Philippines 
should be a material advantage to the 
Islands. The Philippine government, 
however, has never seemed to be inter- 
ested in any of the American schemes 
to foster rubber growing. It is jealous 
of the rights of its people at present 
and in the future and desires to with- 
hold privileges from large outside in- 
terests. The scheme outlined above cer- 
tainly circumvents the letter of the land 
law, whether it violates the spirit or 
not. Before the Goodyear plantation 
was located in Sumatra, the Philippines 
were investigated and not favored be- 
cause of land and labor restrictions. 
Mr. Firestone in 1923 reached the con- 
clusion that large interests could not be 
sure of their ground there, especially if 
the Islands gained their independence 
in the future. When the World War 
threatened our crude rubber supply, the 
desirability of plantation production un- 
der the United States flag became obvi- 
ous. From the Philippines the product 
could be brought to America with 
fewer hazards than endangered ship- 
ping in the Atlantic Ocean during the 
World War, assuming similar war con- 
ditions. More cooperation from the 
Philippine government would be neces- 
sary for the large planter before he 
would make large investments. For 
small-scale production and contracts 
with native growers there seem to be 
more possibilities. 
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Africa 


In Liberia a plantation scheme has 
already been started by the Firestone 
Tire and Rubber Company. As already 
stated, the Firestone investigations in 
Mexico, Central America, and the 
Philippine Islands proved unsatisfac- 
tory to the company, and attention was 
turned to Liberia in preference. Here 
previous cultivation of a 2,000 acre 
plantation has proved to the company 
the possibility of growing rubber, and 
actual production was started in No- 
vember, 1924. During the first six 
months the cost of production was 
10.99 cents a pound, and it is expected 
that the ultimate price will be 10 cents, 
exclusive of capital charges. 

The Firestone company has secured 
a million acres in Liberia, from which 
it expects to produce an average of 400 
pounds to the acre. The area will be 
developed gradually, and the company 
expects to be able to secure a plentiful 
labor supply of the highest type in the 
tropics at the present wage of a shilling 
a day. This Firestone development 
should add greatly to the world’s rub- 
ber supply and retard any tendencies 
toward shortage as it develops. The 
company is confronted with poor inter- 
nal transportation and lack of a good 
harbor. The project has been one of 
the most interesting features of the rub- 
ber situation. 

It is estimated that elsewhere in 
Africa there are about 38,000 acres of 
planted Hevea largely interplanted with 
other crops. This planted rubber is 
practically all mature and would be 
capable, if fully tapped, of yielding 
about 5,000 tons of rubber annually. A 
larger acreage has been planted to 
other kinds of rubber, most of which 
has been abandoned. The wild rubber 
regions have been so heedlessly ex- 


ploited that they may never again yield 
the peak production of 20,000 tons of 
1906 and 1910. If prices are high, cul. 
tivated rubber may be encouraged, 
Equitorial Africa has cheap land and 
a climate suitable for rubber growing. 
Labor is scarce, however. Further. 
more, most of the planted rubber and 
most of the acreage suitable for plant. 
ing is in British territory. 


The United States 


In the United States, Florida and 
southern California have been fre. 
quently discussed as sources of rubber 
supply. Some experimenting has been 
carried on in Texas with guayule. These 
are the only subtropical areas in this 
country and hence provide the only 
land available for crude rubber produc. 
tion. Cultivation of rubber in southern 
California, however, is hardly practical 
on a commercial scale because of the 
mountainous character of areas where 
rainfall and humidity are sufficient and 
well enough distributed throughout the 
year. The Hevea brasiliensis requires 
a mean annual temperature of 70 de- 
grees and at least 70 inches of rainfall. 

Southern Florida, on the other hand, 
is low and flat and has suitable tempera- 
ture. The rainfall is also more evenly 
distributed, and although the precipita- 
tion does not approach that of the 
Amazon Valley or the rubber growing 
regions of the East, it is considered 
ample. In the Everglades region the 
constant subsoil moisture should offset 
lack of rainfall. This soil is suitable in 
texture and fertility. Already govern- 


ment experiments with Hevea near | 


Miami have been very encouraging. 
Mr. Firestone believes that there 
have been found in Florida several 
varieties of rubber trees, vines, and 
shrubs capable of cultivation on a com- 
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mercial scale. These seem capable not 
only of cultivation but also of provid- 
ing rubber in quantities at costs which 
make them commercially profitable. 

A part of the favorable comment on 
Florida as a rubber growing region sug- 
gests mechanical means of collecting or 
extracting the rubber. When one con- 
siders American wages in comparison 
with those of the Middle East, where 
with wages at 18 cents to 20 cents a 
day the collection costs are 2.69 cents a 
pound, present methods seem out of the 
question in the United States. 

A mechanical method suggested is to 
harvest year-old trees and extract from 
them the rubber. One of the American 
plantations in Sumatra has tried this 
with the Hevea brasiliensis, the best 
yielding tree known, but found the la- 
tex, which is a secretion and not a sap, 
in insufficient quantities in plants of this 
age. Thus far, the experiments in Flor- 
ida have been with this tree. 

Much of the land suitable in other 
ways for rubber plantations in Florida 
is low and marshy, and with heavy fall 
and spring rains many plantings would 
be spoiled. Drainage, therefore, be- 
comes one of the big problems. The 
straightening and deepening of the 
Calooshatchee River is contemplated to 
provide suitable drainage for a district 
several miles wide on either side. 


Summary 
There are two reasons why America 


sltould be interested in growing her own 
rubber: (1) She would be more inde- 
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pendent in the control of her own raw 
material supply, and (2) the profits 
from the production of rubber (a prod- 
uct of which she uses 70% of the 
world’s supply) would accrue to her 
own people. The first of these two rea- 
sons is both patriotic and commercial. 
That the nation be assured of essential 
materials in case of war is a practical 
necessity. Further, it is desirable that 
on this supply there exist no artificial 
restrictions which make possible high or 
sharply fluctuating prices. Most dis- 
cussions of the crude rubber industry 
have dealt only with this twofold mo- 
tive, and have consequently neglected 
the investor’s standpoint. 

The American investor is interested 
from a business point of view. He de- 
sires to know the probable market 
which he may fill, and how well that 
market is now supplied. He must 
chance the possibility that in this age 
of research a part of his product may 
be supplanted, a possibility which now 
seems remote. He wishes information 
on the cost of growing rubber. He 
must select the best places on which to 
start his plantations. It may be better 
for him to buy into already existing 
plantations, perhaps in unrestricted 
regions, rather than to start new ones. 
He must consider whether or not exten- 
sive planting on his part will so increase 
the world’s supply that the price of all 
must fall. Finally, as an investor, he 
must always consider the risks involved 
and the possible returns for those risks, 
as contrasted with the risks and returns 
of other industries nearer home. 














CASE STUDIES IN BUSINESS 


JUDGING THE VALUE OF COMMERCIAL PAPER 


EARLY every bank, at one time 
or another, finds it desirable to 
invest a portion of its surplus 

funds in commercial paper.* Commer- 
cial paper makes a most liquid form of 
short-time investment and is one which 
the banker is under no obligation to 
renew at maturity. It permits a bank 
to diversify its risks among different 
industries and among different sections 
of the country. 

City banks purchase commercial pa- 
per from note brokers both for them- 
selves and for country correspondents. 
When a banker is purchasing this pa- 
per, the first requisite is that the note 
broker shall be reliable. The mere 
recommendation of the note broker is 
not, however sufficient. A careful in- 
vestigation is made of the ‘‘name” of 
the borrower in any case, but especially 
if the bank is purchasing or “checking” 
paper for its country correspondents. 

To investigate the quality of com- 
mercial paper properly, the bank must 
make an analysis of the credit of the 
borrowing concern in much the same 
way as would be done for the usual 
bank loan. The credit of the commer- 
cial paper borrower must, however, 
measure up to higher standards than 
would be required from the line-of- 
credit borrower. The bank wants to be 
absolutely sure that the commercial pa- 
per which is purchased will be paid at 





*Commercial paper, as the term is used here, 
means the unsecured promissory notes which are 
issued by merchants and manufacturers to raise 
funds for current business requirements, and which 
are sold in the open market through commercial 
paper houses or note brokers. 


maturity, while in the case of ordinary 
bank loans it is normally expected that 
a certain percentage will be renewed, 
Also, the officers of the bank are not 
usually acquainted with the commercial 
paper borrowers in a personal way and 
cannot keep in as close touch with the 
borrowing company as would be pos. 
sible in the case of a direct bank loan. 

In the following article, investiga- 
tions will be made of three companies, 
each engaged in a different line of busi- 
ness, for the purpose of determining 
the desirability of their commercial pa- 
per as a bank investment. In each case 
the paper will be rated as “good,” 
fair,” or “poor,” in accordance with 
the custom of bankers and reporting 
agencies. An attempt will be made to 
develop from these cases some general 
principles or methods which a banker 
may use in determining the quality of 
commercial paper offered to him by 
note brokers. 

Although this article is written from 
the point of view of the banker, it 
should also be of interest to those com- 
panies which issue commercial paper, 
because the following cases show the 
requirements that such companies must 
meet in order to qualify as desirable 
risks. 


FERRIS RUBBER COMPANY 


The commercial paper of the Ferris 
Rubber Company has recently been 
among the offerings of note brokers. 
The Ferris Rubber Company is 2 tire 
producer, manufacturing a complete 
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line of tires, tubes, and solid truck 
tires. The bulk of the products of the 
company is distributed directly to about 
»0,000 retail dealers throughout the 
country on the usual terms of 5%, 30 
days, with go days dating being al- 
lowed in the fall months. The com- 
pany also has contracts with several 
large automobile manufacturers to sup- 
ply original equipment. 

The present plant of the company 
was erected in 1920 and cost approxi- 
mately $15,000,000. A part of this 
money was obtained by the sale of 
$10,000,000 8% notes in 1921. 

Although the majority of the officers 
and directors have been associated 
with the company for many years, a 
number of individuals have occupied 
the position of president. 

The financial statements of the com- 
pany are shown in Table I. Dividends 
on the 6% preferred stock were paid 
annually up to April 1, 1924, and on the 
8% preferred stock annually up to 
February 15, 1924. The requirements 
for the annual retirement of certain 
amounts of each class of stock were not 
provided during 1924 and 19265. 

The Ferris Rubber Company pur- 
chases its materials from the textile, 
rubber, and chemical trades. Refer- 
ences from vendors who supply the 
Ferris Company show that in practi- 
cally all cases the Ferris Company dis- 
counts or pays strictly in accordance 
with terms. 

Twelve banks which extend lines of 
credit to the Ferris Company report 
that proper balances have been main- 
tained, and that relations with this 
company have been satisfactory. 


Commentary 


As a first step in determining the 
quality of this commercial paper, it 
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will be well to consider the type of 
business in which the company is en- 
gaged. 

The type of business most desir- 
able as a credit risk or a commercial 
paper risk is one which deals in staple 
products, which has a high turnover, 
and which has short terms of sale. The 
tire manufacturing business meets these 
requirements fairly well. Tires are 
staple products, for which the demand 
is moderately steady. It is true that 
crude rubber fluctuates violently in 
price and that there is danger of an 
inventory depreciation. This danger 
can be minimized, however, by setting 
up a reserve against possible fluctua- 
tions in crude rubber prices, as is done 
by the Ferris Company. The tire man- 
ufacturing process is not long, and the 
turnover of inventory in this industry 
should be satisfactory for a commer- 
cial paper risk. The terms of sale are 
moderate, being 5%, 30 days. In gen- 
eral, it seems that the inherent charac- 
teristics of the business in which the 
Ferris Company is engaged are satis- 
factory. 

The national distribution of the 
products of the Ferris Company is a 
stabilizing influence. The contracts 
with automobile manufacturers are de- 
sirable in that they aid in advertising 
and introducing the product to con- 
sumers. 

The management of the company, 
however, leaves a little room for doubt. 
The majority of officers and directors 
are experienced in handling the affairs 
of the company and have been there 
a number of years. The most impor- 
tant officer, the president, however, has 
been with the company only since the 
middle of 1925 and has not had time 
to prove his ability to handle compe- 
tently the business of the concern. This 
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element would tend to weaken the 
commercial paper of the company. 

Both trade and bank references of 
the Ferris Company are good. The 
company has met its trade obligations 
promptly and has had satisfactory re- 
lations with banks from which it bor- 
rows. Information given by a bank 
which extends credit to the Ferris Com- 
pany, however, may not disclose all 
that the bank knows about the cus- 
tomer. An outside bank would be less 
biased. 

The financial statements must next 
be considered, since they really present 
the most tangible evidence which it is 
possible to get concerning the condition 
of the company. As an aid in inter- 


preting the balance sheet items, Table 
II has been prepared. Certain of the 
more important balance sheet ratios are 
shown here for the Ferris Company 
during the last three years. Then, to 
get an idea as to how the condition of 
the Ferris Company compares with 
other companies in the same industry, 
these same balance sheet ratios have 
been computed for nine other tire man. 
ufacturers which are thought to be rep. 
resentative of conditions in their indus. 
try. The following discussion will refer 
constantly to Tables I and II. 

The first thing which a banker will 
look for in examining a balance sheet 
is the current ratio. Many bankers, in. 
deed, feel that the current ratio, when 


TABLE I. COMPARATIVE STATEMENTS OF FERRIS RUBBER COMPANY 
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Taste Il. COMPARISON OF FINANCIAL RATIOS OF 
Ferris RUBBER COMPANY WITH AVERAGE RATIOS 
FOR TIRE INDUSTRY 














~ AVERAGE 
OF 9 
FERRIS RUBBER Co. TIRE 
Com- 
RATIO PANIESt 
Dec. Dec. Dec. 1925 
31, 1923 | 31, 1924 | 31, 1925 
Current Ratio eee 2.65 2.36 2.65 4.97 
1 Debt to Net 
TWorth Tee -56 57 .48 .49 
; r bt to Net 
= 7 ees -23 .26 21 -36 
; d Assets to 
oo Debt.... 2.74 2.96 3-35 2.20 
Profits to Net Wort .05* .07* .02 -I1 














* Loss 

Me Rubber Company, Firestone Tire and Rubber Com- 
pany, ‘Fisk Rubber Company, Goodyear Tire and Rubber Com- 
pany, Hood Rubber Company, Lee Rubber and Tire Company, 
Mason Tire and Rubber Company, Miller Rubber Company, 
U. S$. Rubber Company. 


properly understood, tells the whole 
story and that other balance sheet 
ratios add but little to the information 
given by the current ratio. This point 
of view has much to be said in its favor. 
It is certainly true that if a banker 
studies in detail the items which go to 
make up the current ratio and studies 
the causes of the changes in the cur- 
rent ratio from year to year, a very 
good idea can be obtained of the credit 
of the company. It is thought, how- 
ever, that it is of aid in interpreting 
balance sheet changes from year to 
year to study certain supplementary 
ratios in addition to the current ratio. 
Also, these supplementary ratios give 
further opportunity for a comparison 
of the financial condition of the Ferris 
Company with other companies in the 
industry. 

The current ratio of the Ferris Com- 
pany stood at 2.65 on December 31, 
1925. The movements during the previ- 
ous two years do not disclose much of 
a trend up or down. The question 
arises whether 2.65 is a proper current 
ratio for this company, when the aver- 
age ratio of other companies in the 
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same line of business is 4.97. This lat- 
ter figure seems needlessly high for the 
tire manufacturing business, where 
there is no risk of style depreciation, 
where the turnover is fairly high, and 
where terms of sale are reasonably 
short. It is judged that the actual ratio 
of the Ferris Company of 2.65 is high 
enough to meet the requirements of an 
ordinary bank loan, but that it is not 
quite high enough for the commercial 
paper market. 

The sales figures are not given on 
the financial statements. This is unfor- 
tunate, because it is impossible to de- 
termine whether the volume of business 
is increasing or decreasing. Also, it is 
impossible to study merchandise turn- 
over and collection policies without the 
figures for sales. 

It appears that the debt of the Ferris 
Company is of a reasonable size. This 
is shown by the ratios of current and 
total debt to net worth, both of which 
show a trend towards the lowering of 
the debt. The annual retirements of 
some of the 10-year gold notes and re- 
ductions of current liabilities have both 
helped to improve conditions. It will 
be noted that the debt of this company 
is smaller than for the other tire man- 
ufacturers. On the whole, the debt 
situation seems quite satisfactory. 

The movement of the ratio of fixed 
assets to funded debt shows that the 
proportion of fixed assets covered by 
funded debt has been decreasing—a de- 
sirable sign. The position of the Ferris 
Company is superior to the other com- 
panies in this regard. 

A very important consideration is 
that of the earning power of the com- 
pany. A glance at the financial state- 
ments shows the losses of 1923 and 
1924 and the small profit of 1925. The 
weakness of this company’s earnings, in 
comparison to others in the industry, is 
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shown in the ratio of profits to net 
worth of 2% for this company, and of 
11% for the industry in general. It is 
true, of course, that a great improve- 
ment has been shown in the last year, 
but the profits have not been large 
enough in amount and have not been 
continued over a period long enough 
to make them very encouraging to the 
investor in commercial paper. 

The passing of dividends on the 
stock of the company would not affect 
the value of the commercial paper very 
much one way or the other. If any- 
thing, the passing of dividends would 
be regarded by commercial paper in- 
vestors as a desirable sign of conser- 
vatism. 

One other point which should be 
mentioned is that the 8% notes, which 
were floated in 1921 at the time of the 
plant expansion, bear very high fixed 
charges and impose a_ considerable 
drain on the company. 

On the whole, the 1925 financial 
statement shows an improvement over 
that of the previous year. Even the 
1925 statement, however, is not strong 
enough for the commercial paper of 
the company to be of the best. The 
credit of the Ferris Company is 
thought to be good enough to warrant 
the granting of a bank loan where the 
lending bank can keep a close watch 
over the company. The credit is not 
such, however, as to make its commer- 
cial paper of the best grade. The chief 
objection is the poor earning record of 
the company, which has caused a con- 
siderable net decline in surplus and 
working capital during the past two 
years. Coupled with this, there are the 
high fixed charges of the company and 
the current ratio that is hardly satis- 
factory. All these reasons make it im- 
possible to rate the paper of the Ferris 
Company higher than “fair.” 


MARMON PIANO Company 


The next case has to do with the 
commercial paper of the Marmon 
Piano Company. This company, |p. 
cated in Ohio, now manufactures pianos 
and piano players as its principal prod. 
ucts. In 1923, the company’s plant 
manufactured 50% pianos, 25% phono. 
graph cabinets, and 25% phonograph 
records. Because of the decreasing use 
of phonographs as radios became pop. 
ular, the company abandoned the 
manufacture of phonographs and rec. 
ords in 1924 and organized additional 
piano manufacturing facilities, which 
were completed and put in use early in 
1926. 

Pianos are distributed partly through 
a group of retail stores owned by the 
company and partly through agents and 
dealers. The company owns salesrooms 
located in 31 cities in the states of In- 
diana, Ohio, Michigan, Tennessee, Ala- 
bama, Florida, Illinois, Missouri, and 
New York. 

The bulk of the sales of the company 
is made on an installment basis; the 
company holds a lien on the pianos un- 
til payments are completed. Sales to 
retail customers are on a 30-month 
basis, to agents on a commission con- 
signment basis, and to dealers on 16- 
month to 20-month notes. Collections 
are made in about 12 months on the 
average. 

The Marmon Company is a family 
corporation. The officers and directors 
are principally members of the family 
which owns the company’s stock, and 
these executives have all had long ex- 
perience in the business. The president 
was elected in 1923 upon the death of 
his father, who had controlled the bus- 
iness up to that time. 

Ten banks extend substantial lines of 
credit to the company. Balances ar¢ 
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considered satisfactory. Borrowings 
are usually continuous in at least one 
hank, but sometimes an entire “‘clean- 
up” of loans is made. The management 
of the company is well regarded by the 
banks. 

The Marmon Company has, how- 
ever, been slow in meeting some of its 
trade obligations during the past sev- 
eral years. Slow payments were first 
reported in April, 1923. In September, 
1924, the company attempted to take 
unearned discounts in several cases, and 
delayed payments by five months in an- 
other case. In January, 1925, payments 
were from 30 to 90 days slow in 9 
out of 22 reporting cases. In the spring 
of 1926, payments were running from 
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10 to 60 days slow in 7 out of the 13 
reporting cases. 

The financial statements for the past 
three years are shown in Table III. 


Commentary 


The first point to consider here, as 
in the previous case, is that of the type 
of business in which the company is en- 
gaged. It can readily be seen that 
certain features of the piano manufac- 
turing business are most undesirable 
from the point of view of the investor 
in commercial paper. It takes from 9 
months to two years to manufacture 
a piano; thus, inventories of goods in 
process are large and the turnover is 


Tas.e II]. CoMPARATIVE STATEMENTS OF MARMON PIANO COMPANY 












































December December December 
31, 1923 31, 1924 31, 1925 
AssETS . 
Cash Se rr re $ 105,767 $ 136,355 $ 165,955 
Notes Receiwallilit. «sx. dis ss ade Pettus a ees ekenenaae 500,793 504,468 4575357 
Accounts Ressiwetis:«.é:«ccc.sc s0% i Siok ce cnaG Asse 35593,048 3,423,937 3,761,024 
Mecchandins.... «.<.in.4:644nan Ce cee ee aa ee 1,527,848 1,550,524 1,627,768 
U. S. Government Secesitih. «cnn 0k Spb is ccc onesedendon 16,143 26,861 36,319 
Total Casrent AGQMMD. & «255 fcc. ccdwse < he wdepa ar eownaed # 5,743,599 $ 5,642,145 # 6,048,423 
Fined Assets. ...... «.««:i:tsiak eAubeseaacebmninats 4s sale $1,088,023 $1,060,942 $1,018,165 
Envested in AGiacnd CHONG. 0 nos scan ccrcccecceccedesscesccznsane 149,900 151,900 
Goodwill and Temes <1)5.6.s 5045 snsncacavgweeenmeten 40,000 40,000 40,000 
Deteend RO... isin ccchsssnnaanbakeusahs nie ssaeen 50,997 $7,135 32,280 
Pincinnaeds GO. . 6s sos vabsasskcadsiuaseantntiemed 353,654 PEE, Tvedadeiwesnsss 
Toned Aanate.......«.<00:1dihaeeted ease ceeaa $7,276,273 $7,136,937 $7,290,768 
LiaBILITIES 
ee PRN oo. nk ndnncntanedeeidabeninnin dees Dameeeen # 991,500 $ 962,170 $1,013,000 
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Renup Ger TOM. «<x vccsancadsevdunseus os 0600 kek >on eee eS Ee Se Cree 
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Foetal Cassane RAO, oo. onc s oécdivsccccenacctm $1,498,707 $1,398,204 $1,583,025 
Reserve for Contingencies...............0.ceceeececeees: $ 240,000 $ 240,000 $# 165,000 
- RINE... . 000005 eee ba biid ta hedia< alee 1,300,000 1,300,000 1,300,000 
SUOGOND. ... «05.0% said ta aeeie ena. 4 tae 45,237,566 45,198,733 4,242,743 
Foeel Li... «0650s 00h teeth incmia $7,276,273 $7,136,937 $7,290,768 
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very slow. Then, installment selling 
makes slow collections. The slow col- 
lections and slow turnover tend to 
make the paper of a piano company 
less liquid than that of a company like 
the Ferris Rubber Company. It is not 
meant to imply that no piano paper can 
be “good.” What is meant is that, on 
account of certain undesirable charac- 
teristics of the piano manufacturing 
business, companies in this business that 
issue commercial paper should be made 
to measure up to especially high stand- 
ards in other ways to counterbalance 
these inherent weaknesses. 

Thus, the current ratio for the Mar- 
mon Piano Company should be consid- 
erably above the generally accepted 
standard of two to one. A glance at 
Table IV shows that the current ratio 
for this company is 3.82, while the 
average ratio of six other firms in the 
same line of business is 6.06. It is 
thought that the actual ratio of 3.82 
is high enough to give an adequate 
margin, even though the current assets 
of the Marmon Company are not very 
liquid in nature. 

Another balance sheet relationship 
which may be favorably commented 
upon is that of the size of the debt. 
The debt of this company, in relation 
to its net worth, is smaller than the 
average. 

The large surplus of the Marmon 
Company would seem at first glance to 
afford a good margin of safety for the 
commercial paper. So far as can be 
told, this account is backed by sound 
assets. The strength of this item must 
be discounted, however, because the 
company has made no agreement to 
maintain its surplus account at any par- 
ticular figure, and may reduce it con- 
siderably by heavy dividend payments. 

Most of the other facts to be learned 
from an analysis of the financial state- 


ments are not so encouraging. The 
profits have fallen off considerably 
during the past two years on account 
of the decline of the phonograph busi. 
ness. The company probably made , 
wise move in eliminating the phono. 
graph business and in putting in addi. 
tional piano manufacturing facilities. 
over the long run, the company will be 
better off on account of the reorganiza. 
tion. From the short-term point of 
view of the commercial paper investor, 
however, the reorganization of the 
manufacturing facilities, with the at. 
tendant decrease in profits, is most 
undesirable. 

The inventory turnover from year to 
year is measured by the ratio of sales 
to merchandise. From this ratio it can 
be seen that the turnover of this com- 
pany is considerably lower than that of 
other firms in this field, and that the 
trend has been towards a slower turn- 
over. 

Also, it can be seen from a study of 
the ratio of sales to receivables that the 
collection period for the Marmon Con- 
pany is more than twice as long as the 
average for other companies and that 
collections are becoming slower year by 
year. 


Taste IV. COMPARISON OF FINANCIAL RATIOS OF 
MARMON PIANO COMPANY WITH AVERAGE 
Ratios FoR PIANO COMPANIES 





AVERAGE 
OF 6 
MARMON PIANO ComMPANy | PIANO 








RATIO Com- | 

PANIES 

Dec. 31, | Dec. 31, | Dec. 31,| 1925 

1923 1924 1925 
Current Ratio...... 3.83 4.04 3.82 6.06 
Debt to Net Worth.. «87 .25 .29 42 
Profits to Sales. .... .08 .02 .02 .09 
Sales to Merchandise} 2.73 2.48 2.47 4.12 
Sales to Receivables.}| 1.02 .98 -95 2.24 
Cash to Current As- - 
ES  ¥ .02 .02 .03 

















* Acolian-Weber Piano Company, American Piano Company, 
Baldwin Company, Grinnell Brothers, Lyon and Healy, Wur- 
litzer Company. 
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A final point in connection with the 
balance sheet analysis is that the cash 
position of the company is weak; the 
company may not have the cash neces- 
sary to redeem its paper when it be- 
comes due. 

The management of the company 
also gives some cause for hesitancy in 
recommending this paper. Even though 
all the officers and directors have been 
with the company a number of years, 
it must be remembered that the presi- 
dent has been in office but three years, 
and that he was elected to fill his 
father’s place. There is a possibility 
that the new president was elected be- 
cause of his family relationship rather 
than for his executive qualifications. 

The credit standing of the Marmon 
Company has been greatly impaired by 
its failure to meet trade obligations 
promptly. It was mentioned in the 
statement of the problem that payments 


| had been running slow in about one- 


half of the cases, and that attempts had 
been made to take unearned discounts. 
Such a failure on the part of this com- 
pany to meet its trade obligations 
promptly would almost be cause enough 
alone to rate the commercial paper of 
this company as a poor risk. When a 
concern fails to meet any kind of a 
financial obligation promptly, _ this 
shows either an inability to pay or a 
lack of good faith on the part of the 
management. Either condition is most 
undesirable for the investor in commer- 
cial paper. 

In conclusion, it may be said that the 
paper of the Marmon Company is un- 
fit for a bank investment. It was shown 


| that the slow turnover and long period 


of collection necessary in this type of 
business tend to impair the liquidity of 
any piano paper. The Marmon Com- 
pany, moreover, makes a much more 
unsatisfactory showing in the matter 
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of turnover and collections than does 
the average company in the industry. 
Then, too, the profits of the Marmon 
Company have been falling off. While 
the current ratio is thought to be satis- 
factory, it is still considerably below 
the average for the industry. Finally, 
the slowness of the company in meeting 
its trade obligations makes the paper a 
poor risk. For all these reasons, it is 
necessary to rate this paper as “poor” 
—the lowest grade. 


De Soto PACKING COMPANY 


The main packing plant of the com- 
pany is located in Chicago, and a small 
plant is located in Kansas. The com- 
pany is engaged in the packing of beef 
and pork products and in the manufac- 
ture of by-products, such as animal 
feeds, glue, hides, bone products, and 
fertilizers. It also handles canned 
meats, extracts, produce, canned fruits, 
butter, eggs, and glass jar goods. 

The territory covered consists mainly 
of the central and northeastern states. 
The Chicago plant has branches in New 
York state and New England. The 
bulk of the product is distributed 
through branch car routes. General 
sales are made on a weekly basis for 
everything except provisions, which in 
some cases are sold on 30-day terms. 

The De Soto Packing Company has 
two subsidiaries, the Clark Packing 
Company and the Empire Corporation. 
The Clark Packing Company operates, 
under a lease, the plant of the Lewis 
Packing Company and packs pork and 
beef products there. The contract 
states that after the payment of all 
operating and other expenses and after 
the payment of 6% to the De Soto 
Company on the capital of the Clark 
Company, profits are to be divided 
equally between the Lewis Company 
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and the Clark Company; net losses are 
also to be divided between these two 
companies. 

The affairs of the Clark Company 
and the Lewis Company have not been 
going well. On account of certain ad- 
verse circumstances, the Lewis Com- 
pany has been thrown into a receiver- 
ship. The Clark Company has filed a 
suit to collect $8,000,000 from the 
Lewis Company, representing what the 
Clark Company claims is half of the 
losses which were sustained in operat- 
ing the plant. In return, the receivers 
of the Lewis Packing Company have 
filed a suit for the division of the 
profits, which are claimed to be $1,500,- 
ooo. Although it seems probable that 
the Lewis Company will win, the out- 
come is doubtful. 

The second subsidiary, the Empire 
Corporation, is being liquidated. How- 
ever, the account of the company is 
good for the full amount shown on the 
balance sheet. 

The management of the De Soto 
Packing Company is almost entirely 
new. The president and chairman of 
the board of directors purchased con- 
trol of the common stock early in 1926. 
At that time the former chairman be- 
came general manager. All other 
officers are new. 

Sixteen banks have been making sub- 
stantial loans to the company. In most 
cases the lines of credit have not been 
used excessively and loans have been 
cleaned up for several months each 
year. 

In trade quarters, the company buys 
its regular miscellaneous requirements 
on open account; bills are either dis- 
counted or paid regularly. 

Financial statements for the con- 
solidated De Soto Packing Company 
are shown in Table V. The sales and 
profit figures are broken down between 


the De Soto Company and the Clark 
Company in Table VI. 


Commentary 


In rapidity of turnover and quickness 
of collections the packing industry lies 
at the other extreme from the piano 
business, having a more rapid turnover 
and a shorter period of making collec. 
tions than almost any other line of bus. 
iness. The perishability of meat prod. 
ucts necessitates quick sales for 3 
packing company as contrasted with the 
very slow liquidation of inventories by 
a piano company. Also, meat products 
are sold on weekly terms, while the 
average period for collection of piano 
accounts is about one year. As far as 
the fundamental characteristics of the 
business are concerned, therefore, it 
may be said that the packing business 
is a most desirable one from the point 
of view of the purchaser of commercial 
paper. 

As a result of these favorable char- 
acteristics, a lower current ratio may be 
considered satisfactory. It will be seen 
from Table VII that the average cur- 
rent ratio of several packing companies 
is 4.42, while the average for several 
piano companies is 6.06 (Table IV). 

The current ratio of the De Soto 
Company, however, is 2.44, which is 
considerably below that of the other 
packers. Nevertheless, it is believed 
that a ratio of 2.44 is high enough for 
this type of business, where the inven- 
tory and accounts receivable are ex- 
tremely liquid. Also, the strong cash 
position of this particular company 
makes a high ratio less necessary here. 

The criticism to be made of the cur- 
rent ratio of this company is not s° 
much in its absolute value as in its 
trend. In Table VII, the current ratio 
shows a steady downward trend, with 
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rk the exception of the last quarterly bal- This means that the liquidity of the 
ance sheet. These changes shown by current assets of the De Soto Company 
the last balance sheet cover only a_ is especially high, and helps to justify 
period of three months—a _ period the relatively low current ratio of this 
hardly long enough to be of much company as compared with others. 
85 significance in judging trends. The increase in sales volume from 
es The next two ratios, those of sales to year to year indicates, of course, that 
no receivables and sales to inventory, are the business is growing. This is a de- 
er much more encouraging. They indicate, sirable sign. 
C= respectively, that the rapidity of collec- It is unfortunate, however, that 
Is- tions and the rapidity of turnover for nearly all of the other information 
d- this company are much better than for which can be gleaned from the financial 
a the average company in the industry. statements is unfavorable to the com- 
ie 
yy TagLe V. CONSOLIDATED COMPARATIVE STATEMENTS OF De Soto Packinc CoMPANY 
ts AND SUBSIDIARY 
e 
}0 October November October January 
1s 27, 1923 1, 1924 31, 1925 31, 1926 
em 
it Cash ee $ 1,928,069 | $ 1,625,992 | $ 2,015,514 | $ 1,950,700 
5 Notes Receivalile. .....oic0s«+s<050ceeu san 39,592 NN ei tos, 65: dll ais. sch ene 
Accounts Recesvablle. ..... .....0600 50 <00s00* 1,927,008 2,233,671 2,678,957 2,386,668 
it Merchandise. .........0...0esseeeeeeeees 357339243 3,988,813 4,108,547 4,088,138 
| Govt. Securities... «<<< sssdnens seen 12,665 13,318 ON Re er 
Total Cassant Agee0®. . <3. coudies cstbeaeds $ 7,640,577 # 7,929,033 $ 8,816,336 $ 8,425,506 
4 Pined Aseees. «....2..5:s cox kis bvnciaa eee $ 6,825,716 $ 6,962,331 $ 4,626,453 $ 6,827,448 
e Deferred Aestts. ....s6 id ies esdueeo eee 384,913 372,505 403,961 390,366 
. Empire Construction. ........sccssscesees 611,821 559,892 PE vis atcendaae ep 
Lewis Packing Ge. ......0ssssescedsncsess 633,519 596,889 705,857 974,712 
Fat GAee. «oss ocvnsnsma ddas eee emerna 170,746 170,746 GU iss vceietecu sees 
; Miscellaneous Assets..............00ee00: 137,515 147,345 165,951 172,007 
| __ Total AAD. ..... +000 ental $16,404,807 $16,738,741 $14,892,878 $16,790,039 
LiaBiLitiEs 
) PE er $ 1,230,000 $ 1,625,000 $ 3,337,500 $ 2,720,000 
: aan PUMEER: «000 «0a Aneenenieceel 332,790 325,984 327,048 336,329 
: anes LAO, «xs ocasabcatedaneunae 70,594 159,796 157,080 253,548 
r lends Tus QQORR. ..... «000 405.0<60d<s ecambanecede eae aanae 150,000 150,000 
Total Current Liabilities............... # 1,633,384 $ 2,110,780 $ 3,971,628 $ 3,459,877 
F ae 
Depreciation Reserve.................-4. $ 1,644,949 fo O° eee ee $ 2,175,422 
: “weer Pele ee. 157,850 22,777 $ 277,859 2935 
+ “ UDR... . sin sa iv nn eee eerie §,000,000 4;785,900 4,626,900 4,626,900 
S apt - Te er ee ay. 7,139,800 7,042,300 4,667,700 4,667,700 
MGS... ....000deicekbeaeeneeanancene 828,824 878,862 1,348,791 1,566,480 
i " . “gr 
__ Fetal Linhilitlen,. .... osu ssccuswenewanis $16,404,807 | $16,738,741 | $14,892,878 | $16,790,039 
paiting Cagle. .. ...064aheeekeeueee # 6,007,193 $ 5,818,253 $ 4,844,708 $ 4,965,629 
| > wn 2 a. $.@ 9s etna oe Oe a 42,322,261 46,290,788 475,958,800 13,512,780f 
oe . eer TT ee eS 257,650 375,511 333,734" 209,730t 
HIRED... «+s.n2s nok eaeeeaee ee 314,068 312,926 FE eee 
ay 
t Figures for l3-week period. 
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mercial paper. The debt of this com- 
pany, as compared with that of the 
other packers, is very much too large 
and has been increasing. The fixed as- 
sets of the De Soto Company are equal 
to but 121% of the funded debt, as 
against a ratio of 164% for the other 
packers. The size of the total debt 
relative to the net worth is about twice 
as large for the De Soto Company as 
for the others. Then, the size of the 
current debt is relatively more than 
twice as large for this company as for 
the average company. Furthermore, 
the debt has been increasing over the 
past two years. It is true, of course, 
that the January 31, 1926 balance sheet 
shows a slight improvement, but this 
change covers such a short period that 
it is not very significant. 

The company suffered a loss during 
the last year, but during the first quar- 
ter of the present year has made a 
higher percentage of profit than for 
several years. It would seem as though 
a turn had been taken for the better 
during the first quarter of this year, 
because of the improvement shown in 
the current ratio, the debt ratios, and 
the profits. Nevertheless, when a com- 
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TasLe VI. ANALYSIS OF SALES AND PRorrrs po, 
De Soto Packinc COMPANY AND Supsipiry 





























Vear — 

November October 

I, 1924 31, 1925 

SALES 

Ctark Packing Company. 7....| “saaesaes | “aptazat 
Consolidated Company. . .. .| $46,290,788 | $57,958, 800 
~— Soto Packing Company....| $ 150,906 | $ 395 189* 
Clark Packing Company...... 224,605 61.455 
Consolidated Company..... $ 375,511 | $  333,734¢ 











* Loss. 


pany has been steadily declining for sey- 
eral years, as this company has, it takes 
more than a three months’ improye- 
ment to arouse much confidence. 

Another reason for discounting this 
improvement between October 31, 
1925, and January 31, 1926, is to be 
found in the management. Practically 
an entirely new management took 
charge of the company early in 1926, 
and the policies and abilities of the 
officers are unknown. They may or may 
not manage the business so as to con- 
tinue the improvement shown during 
the last quarter. 

Another situation which tends to de- 


TaB_e VII. CoMPARISON OF FINANCIAL Ratios oF De Soto PAcKING COMPANY WITH 
AVERAGE RATiIos FOR PACKING INDUSTRY 




















AVERAGE OF 

De Soro Pacxinc Company 4 Packino 

Companies® 

Ratio 
October | November | October January 1925 
27, 1923 1, 1924 31, 1925 | 31, 1926 

ice hp ame nan shh beeen 4.68 3.76 2.22 2.44 4-42 
Sales to Receivables...................... 21.50 20.10 21.60 22.60 13. 86 
MII bcc nwiccvccsnces sees 11.30 11.60 14.10 13.20 8.89 
Fixed Assets to Funded Debt.............. 1.28 1.30 1.18 1.21 1.64 
Total Debt to Net Worth................. .83 .87 1-43 1.30 69 
Current Debt to Net Worth............... .20 .27 : . 56 21 
Profits to Sales....... Daye uedinaieamenate .O1 OI of .02 .02 











* Armour & Company, Cudahy Packing Company, Swift & Company, Wilson & Company. 
$ Computed from figures for 13-week period transformed to yearly basis. 


Loss. 
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stroy confidence in the De Soto Com- 
pany is that of the Clark Company, an 
important subsidiary. It will be remem- 
bered that the Clark Packing Company 
leases the plant of the Lewis Packing 
Company, that the latter company is 
in the hands of the receivers, and that 
the two companies are engaged in a 
lawsuit concerning the division of 
profits and losses. Altogether, the 
future of the Clark Packing Company 
is most uncertain and it cannot definitely 
be counted upon to continue its past 
sales and earnings. 

If the Clark Company did only a 
small part of the total business of the 
De Soto Company, this situation would 
not be so alarming. It is seen from the 
figures in Table VI, however, where 
the total sales and profits are broken 
down into those made by the De Soto 
Company and those made by the sub- 
sidiary, that the subsidiary has been 
making about 30% of the total sales. 
Also, the subsidiary accounted for about 
60% of the total profits in the year 
1924 and was the only part of the bus- 
iness which showed any profits in 1925. 
Thus, the Clark Packing Company, 
which has made 30% of the total sales, 
has been much more profitable than the 
rest of the business. This situation, 
coupled with the present difficulties of 
the Clark Company, presents a most 
uncertain outlook for the consolidated 
company. 

On the whole, the paper of the 
De Soto Packing Company appears to 
be unsatisfactory. It is true that this 
company has a reasonable current ratio, 
that its turnover is extremely high, and 
that its collection policy is very good. 
These advantages are outweighed, how- 
ever, by the unfavorable trend that the 
company has been following from year 
to year. The current ratio has been 
decreasing, the debt has been increas- 
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ing, and profits have been changed into 
losses. The subsidiary company, which 
has been responsible for most of the 
profits, is involved in difficulties which 
make its future uncertain. The im- 
provement in condition of the company 
during the first quarter of this year 
does not cover a period long enough 
to be very significant. The future of 
the company is made more uncertain 
by the new management. It seems, 
when everything is considered, that the 
commercial paper of the De Soto Pack- 
ing Company would be most unsuitable 
as a bank investment and that it should 
be classified as ‘‘poor.” 


Summary 


A banker in considering the purchase 
of the commercial paper of a particular 
company will examine first the general 
characteristics of the industry in which 
the company is engaged. There are 
some companies, like the Marmon 
Piano Company, which are engaged in 
a type of business where receivables 
and turnover are slow, and which would 
have to make an especially good show- 
ing in other ways to overcome these 
inherent, undesirable characteristics. 
At the other extreme, almost, is the 
De Soto Packing Company, where turn- 
over is very rapid and collections quick. 
Because of these desirable features, the 
packing company would not have to 
measure up to such rigid standards in 
other ways. Thus, an analysis of the 
type of business will set the stage for 
the more detailed study of the partic- 
ular company. 

The company’s financial statements, 
when properly interpreted, will shed 
much light, not only on its present con- 
dition but on the trend of its develop- 
ment. 

The most important single factor to 
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be used in interpreting the balance sheet 
is the current ratio. Merely because the 
current ratio is satisfactory, however, 
it does not follow that the whole state- 
ment is satisfactory. This is illustrated 
by the Marmon Piano Company. The 
current ratio was considered high 
enough, but other ratios showed that 
the turnover and collections were too 
slow. To have studied merely the cur- 
rent ratio in that case would have 
created a false sense of security. It is 
always most helpful in studying a bal- 
ance sheet to examine certain of the 
supplementary ratios as well as the cur- 
rent ratio. 

The trends of the ratios are just as 
important as the absolute values. The 
downward trend of the current ratio of 
the De Soto Packing Company showed 
an unsound condition, even though the 
latest figure for the ratio, when con- 
sidered alone, was not too low. 

The comparison of the particular 
company with other companies in the 
same industry should be made where- 
ever possible. Such a comparison will 
usually throw the strong and weak 
points of the financial statement into 
bold relief. In the case of the De Soto 
Packing Company, for example, a study 
of that company alone might have indi- 
cated that the debt was large. A com- 
parison with average figures for the 
industry, however, made this fact much 
more apparent. 

Care must be taken not to make 
mechanical comparisons between the 
ratios of one company and the average 
ratios for the industry as a whole. That 
the ratio of a particular company is 
below that of other companies does not 
mean that it is too low. The Marmon 
Piano Company is a case in point. The 
current ratio for this company was 3.82, 
while the average for the industry was 
6.06. Still, the ratio of the Marmon 


Company was judged to be high enough. 
The average figures for the industry 
merely give a base line for comparison 
and must be used with judgment. 

After the financial statements have 
been analyzed, the next condition of 
importance is that of the management, 
A difference between good and bad 
management may easily mean success or 
failure to a company. It is not usually 
possible, of course, to meet personally 
the officers of the company issuing com. 
mercial paper, as would be possible 
with a line-of-credit customer. It is 
necessary, instead, to form a judgment 
of the management from whatever 
information is available. In the cases 
presented, information about the man- 
agement was rather meager. A new 
management, which has not had time 
to prove itself, is always more or less 
doubtful. This point was brought out 
earlier in the case of the Ferris Rubber 
Company and in that of the De Soto 
Packing Company. 

Trade and bank references are al- 
ways important. The fact that the 
Marmon Piano Company was failing 
to take its cash discounts and was slow 
in making payments would have been 
enough alone to classify this paper as 
“poor.” 

Finally, all the strong and weak 
points of a company must be properly 
weighed and considered as a whole in 
order to arrive at some judgment on the 
value of the commercial paper. It 
should always be remembered that 4 
company must meet higher standards 
to satisfy the commercial paper market 
than would be necessary if the company 
were seeking a bank loan. The bank 
which buys commercial paper wants to 
be absolutely sure that the paper will 
be paid at maturity. 

The information which it is possible 
to secure about a company borrowing 
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in the open market is not always com- 
plete. It is often necessary to make a 
decision, however, on incomplete infor- 
mation. The sales figures of the Ferris 


} Rubber Company would have been use- 


ful, but it was necessary to arrive at a 
conclusion without them. 
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As a final word, it may be well to 
reiterate the statement that the credit 
of a company cannot be analyzed in a 
mechanical way merely by computing 
balance sheet ratios. Financial ratios 
are most useful, but their interpretation 
must be tempered with sound judgment. 





CONFLICTING INTERESTS IN A COMPANY’S 


PURCHASE OF ITS 


E lheee United States Steel Cor- 
poration with its 179,000 individ- 
ual security holders, the Pennsylvania 
Railroad with its 140,000, and the 
Standard Oil Company of New Jersey 
with over 81,000 stockholders, are 
examples of the widespread popular 


' ownership of industry. The man in the 


street has now become the financial 
power behind industry and can no 
longer afford to ignore the actions and 
motives of those who dictate its finan- 
cial policies. For these policies, which 
are of such vital importance to him, 
are often incompatible with his best 
interests. Under the present corporate 
system it frequently happens that the 
interests of the group in control of a 
corporation are distinctly opposed to 
those of the ordinary security holder, 
and that the policies of the company 
are detrimental to his best interests. 
Such a conflict of interests often comes 
about when a company purchases its 
own securities. In the consideration of 
such a policy the directors of the com- 
pany are, in fact, acting in a dual 


| capacity: they are representing both 


the buyer and the seller; the controlling 
group, on the one hand, and the or- 
dinary stockholder on the other. It is 
not surprising, under these circum- 
stances, that the interests of the or- 


OWN SECURITIES 


dinary security holders are often 
grossly neglected. 

The history of the Elton Brake Lin- 
ing Company offers a typical illustra- 
tion of a company’s policy of purchasing 
its own securities and of the adoption 
of a policy contrary to the best interests 
of the ordinary security holder. The 
company was founded in 1911 and 
from that time until 1919 was able to 
operate at a profit and to maintain 
dividends on its preferred stock. In 
1920, as the result of a marked slump 
in the automobile business, the com- 
pany was hard hit by the cancellation 
of contracts. In addition, prices de- 
clined so rapidly during 1920 and 1921 
that the company was forced to take 
a heavy loss on its inventory. In the 
face of these conditions, dividends on 
the $843,900 of preferred stock were 
discontinued. By 1922 the condition 
of the company had slightly improved. 
Reports for 1922, 1923, and 1924, 
however, indicated that the earnings 
were averaging only about 1.5 times 
the preferred dividend requirements. 
This improvement evidently was not 
sufficient to warrant the resumption of 
preferred dividends, nor did it give 
much hope that the back dividends 
would be cleared up. 

During the first few months of 
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1925, however, sales increased rapidly 
and profits were unexpectedly large. 
In the first eight four-week periods of 
1925, the company showed a profit of 
$132,000, as against total earnings for 
the two years of 1923 and 1924 of 
only $150,000. The company was in 
a stronger financial position than it 
had been at any other time in its his- 
tory. Bank loans, which had amounted 
to over $500,000 in 1921, had been 
entirely liquidated. The current ratio 
was 7.5 to 1, compared with 2.7 to I 
in 1924, and compared with a previous 
high point of 3.1 to 1 in 1918. Between 
January and August, sales had been 
$900,000, compared with sales of only 
$1,100,000 for the entire previous 
year, and in the same period the earn- 
ings had amounted to nearly 90% of 
the total earnings for the two previous 
years. Activity in the automobile in- 
dustry, moreover, indicated that the 
earnings would not suffer a seasonal 
decline, but would continue at about 
the same rate throughout 1925. 

The only feature of the situation 
which was disturbing to those in con- 
trol’ was the accumulation of back 
dividends of $280,000 on the two 
issues of preferred stock: $33.25 a 
share on the 8,138 shares of 7% stock, 
and $28.50 a share on the 300 shares 
of 6%. It was realized that the com- 
mon stock could not benefit from the 
increased prosperity of the company 
until the back dividends had been taken 
care of. In regard to these dividends, 
the directors felt that the company was 
in a position to follow one of three 
policies; namely, to resume the pay- 
ment of dividends, to make part pay- 





* Both the common and the preferred stock pos- 
sessed full voting rights. The directors owned the 
entire issue of common and a sufficient amount of 
the preferred to insure complete control of the 
company. 

* The stock was not listed on any exchange but 
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ment on the accumulated dividends or 
to purchase blocks of the stock on the 
open market. Inasmuch as recent 
transactions in the stock had takey 
place at between $65 and $70, the 
directors preferred the last of thes 
alternatives. They thought that with 
the company earning over four times 
the annual dividend requirements, the 
purchase of the stock at this level would 
be good business for the company, 
Moreover, considering the financial 
position of the company with its imme. 
diate prospects, and considering the 
senior position of the stock with its 
accumulated dividends, they felt that a 
price of $70 was much below the true 
value of the stock.® 

Another advantage of the purchase 
of the stock at a discount was the 
favorable effect which it would hay 
on the remaining preferred stock. 
Every share of preferred stock which 
was retired would increase the margin 
of earnings over preferred dividends, 
would increase the equity behind the 
remaining preferred, and would in- 
crease the possibility of a settlemen 
of back dividends. Since the director 
owned a large amount of the preferre 
stock, they were not entirely obliviou 
to this aspect of the situation. 

From the standpoint of the directors 
however, undoubtedly the stronges 
argument in favor of the propositi 
was the influence which the purcha 
of the preferred stock would have 0 
the common stock. Every share 0 
stock purchased would retire an 0 
ligation of $133.25. Every dollar spen 
in purchasing the 7% preferred at $7 
a share would increase the equity be 





approximate quotations were obtained from deale 
in unlisted securities. 

* The stock was selling below its true value 
cause the increased earnings of 1925 were unkno 
to the ordinary stockholder. The company 'ss¥ 
an earning statement only once a year. 
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hind the common stock by go cents.* 


ds, 

yn the For example, if the company should 
recente purchase $70,000 of the preferred 
takenffe stock at $70, the equity behind the 
2 the common would be increased about 
these $63,000, or $11 a share. In addition, 
with $7,000 in yearly dividends would be 
timesfae saved—an increase of $1.22 a share in 
, thee the earnings applicable to the common 
woulda stock. It was decided, therefore, to 
pany. devote all surplus funds to the purchase 
ancialie of the preferred stock at $70. 

mme. The directors, however, being unable 


to obtain sufficient quantities of the 
stock on the open market, were forced 
to solicit the stock from the individual 
owners. They wrote to various small 
holders of the stock, offering to pur- 
© chase their holdings at $70 per share. 
In their letters to these holders, they 
pointed out that recent sales of the 
securities had taken place at between 
$65 and $70, and they offered to pur- 
Bchase holdings at $70. 

At this time the most recent informa- 
tion which the outside holders of the 
preferred stock had concerning the 
progress of the company was the 
yearly statement showing the results 
of 1924 operations. Although this re- 


r the 






ctor: 


erred 
viouge port indicated that the company was 

fmaking fair progress, it also showed 
torsgy that there was little immediate pros- 
ngestfe pect that the accumulated back divi- 


itiogedends would be cleaned up. To the 
hasq@esmall holder who had not received any 
e ofedividends for over four years and who 
¢ offhad no information concerning the re- 
obf}markable earnings in the first half of 
pen§y 925, this offer looked like an oppor- 
‘i tunity to get rid of a poor investment. 
> be 


eale 





“The equity of each share of 7% preferred stock 
is $133.25—$100 par value plus accumulated divi- 
e Sip dends of $33.25. The purchase of one share of 
this stock at $70, therefore, would increase the 


issue equity of the common stock by $63.25. The ex- 
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The company had no difficulty, there- 
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fore, in purchasing from the small 
stockholders all the stock they wanted 
at $70 a share. 

This action of the directors of the 
Elton Brake Lining Company, in pur- 
chasing preferred stock for the account 
of the company, lays them open to 
severe criticism. In the first place, the 
fact that the improvement in the earn- 
ings of the company was unknown to 
the ordinary stockholder would make 
any purchase by the company at $70 
highly questionable. The price of the 
stock was based primarily upon the 
condition of the company as indicated 
by its yearly reports. The latest report 
showed that the company had been 
making only moderate progress; that in 
the last two years, dividend require- 
ments had been covered on the average 
only 1% times; and that there was no 
immediate prospect either for the re- 
sumption of dividends or for the pay- 
ment of accumulated dividends. Based 
on the conditions shown in the 1924 
report, a price of $70 was justified. 
The substantial improvement of earn- 
ings in 1925, however, entirely changed 
the outlook for the preferred stock 
and made $70 an unreasonably low 
price. It is certain that the stockholders 
would have set a much higher value on 
their stock if they had had any informa- 
tion concerning the marked improve- 
ment in the company. But since the 
facts of the 1925 earnings were un- 
known to the rank and file of the stock- 
holders, the price of the stock remained 
at about $70, and the directors, in 
purchasing the stock at this price, used 
their inside information to the detri- 
ment of the ordinary stockholder. 





penditure of $70,000 would purchase 1,000 shares 
at $70. Since the dividend requirement is $7 a 
year, the yearly savings would amount to $7,000. 
This is equivalent to $1.22 a share on the 5,726 
shares of common stock. 
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In the second place, the directors did 
not confine themselves to purchasing 
only that stock which was offered for 
sale. In spite of the fact that they knew 
$70 to be too low a price for the stock, 
and in spite of the fact that they were 
under an obligation to protect the 
interests of all the stockholders, the 
directors went so far as to solicit stock 
from the individual stockholders at 
$70. Although the directors knew that 
to sell at $70 was contrary to the best 
interests of these stockholders, they 
nevertheless influenced them to sell at 
that price.° 

Moreover, by their offer to purchase 
the stock at $70, the directors were 
tacitly misrepresenting the condition of 
the company. When they offered to 
purchase the stock at a price which was 
based upon the previous year’s earn- 
ings, the directors implied that the 
earnings for the year 1925 were ap- 
proximately equal to those of 1924. 
The action of the directors, then, was 
misleading—it caused the stockholders 
to believe that $70 was a fair and 
reasonable price for the stock. 

This case of the Elton Brake Lining 
Company illustrates a policy which was 
advantageous to those in control, but 
which at the same time was extremely 
detrimental to the interests of the or- 
dinary security holder. It is a typical 
illustration of a common corporate 
policy, a policy practiced not only by 
the small local company, but also by 
the large national company with listed 
securities. The latter company, of 
course, would not be obliged to solicit 
its stock, but could always purchase its 
securities on the open market. This 





* There is a strong possibility that the stockhold- 
ers who sold the stock to the company at $70 would 
have good grounds for legal action against the 
directors. The small amount involved for each 
stockholder and the expense of litigation, however, 
make the chances of legal action very remote. 


difference, however, does not 
justifiable censure the “Scene 
purchases its securities on the te 
market when the true condition of . 
company is generally unknown The 
directors of that company are ‘taki ; 
Just as much advantage of the ; “ 
rance of the stockholders as did th 
directors of the Elton Brake Lin; ; 
Company. Th hiaecte co 
y- Hthey are not living up to 
their obligations to protect the interests 
of all security holders unless they have 
given sufficient and adequate publicit 
to the condition of the company All 
that was necessary to make the action 
of the Elton Brake Lining Company 
entirely justifiable was the publication 
of the operating results for the first 
six months of 1925. The stockholders 
would then have had full information 
concerning the progress of their com- 
pany and would have been able to 
evaluate their stock on the basis of 
actual knowledge. Under such con- 
ditions, no matter what the price, the 
action of the directors in purchasing 
the stock would have been above 
reproach. 
_ Those who would condone such ac- 
tion as that of the Elton Brake Lining 
Company often argue that the action 
of the directors in such a case must 
necessarily sacrifice the interests of 
some of the security holders; that the 
directors are the representatives of the 
controlling group; and that the inter- 
ests of the majority can often be their 
only consideration. This conclusion, 
however, does not necessarily follow. 
In the first place, although the major- 
ity of the directors are primarily the 
representatives of the controlling group, 
they have also the obligation to protect 
the interests of the minority, and under 
no circumstances should they deliber- 
ately injure these interests. In the 
second place, by considering the inter- 
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ests of both groups and by modifying 
their actions to allow for the effects of 
their policies on the interests of the or- 
dinary security holder, the directors 
can shape a policy which, in spite of 
the conflicting interests, will be fair 
to all. 

The case of the Atlantic Fisheries 
Company shows that the two opposing 
interests can be reconciled. This com- 
nany was incorporated in 1906, and 
up to 1916 had increased its sales to a 
moderate extent only. In the next two 
years, however, because of the wartime 
demand, the sales of the company grew 
at a phenomenal rate. In order to take 
care of the tremendous demand for its 
product, the company expanded its pro- 
ductive and fishing facilities. The rapid 
development in sales proved to be only 
temporary, however, and in 1919 the 
demand for fish products rapidly de- 
clined. The company found itself over- 
expanded and burdened with fixed 
charges. In June, 1920, it was forced 
to pass both preferred and common 
dividends. At the same time, a cred- 
itors’ committee took control of the 
company to protect the interests of the 
merchandise creditors and the com- 
mercial banks. The company was then 
carried along until September, 1923, 
when the creditors’ and preferred stock- 
holders’ committees adopted a plan of 
reorganization acceptable to both 
groups. The reorganization replaced 
the old debts of the company—the ob- 
ligations to both merchandise and bank 
creditors—with 6% first mortgage 
bonds. A total of $393,500 of unse- 
cured obligations was funded in this 
manner. In addition, by subscribing to 
new securities, the preferred and com- 
mon stockholders increased the work- 
ing assets of the company by $230,000. 
Shortly after the reorganization, the 
directors were faced with the problem 
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of the policy to be followed in regard 
to the outstanding first mortgage bonds 
of the company. As has been indicated, 
the bonds were held entirely by former 
short-time creditors, by those who had 
sold the company merchandise on 
credit, and by those banks which had 
lent the company money on an unse- 
cured basis. These creditors at the 
time of reorganization had been forced 
to accept the bonds, and they were, of 
course, anxious to liquidate their funded 
claims as soon as possible. On the 
other hand, many of the stockholders 
objected to the liquidation of the funded 
debt. These stockholders had gone 
without dividends for over three years 
and they felt that the early resumption 
of dividends was much more to be de- 
sired than the quick retirement of the 
funded debt. Here, again, the directors 
were faced with the problem of con- 
flicting interests. In this case, however, 
the conflict was between stockholders 
and bondholders, and not between 
majority and minority stockholders. On 
the one hand was the desire of the 
bondholders for quick liquidation of 
their claims; on the other were the de- 
mands of many stockholders for an 
immediate income from their invest- 
ment in the company. 

Under these circumstances the direc- 
tors of the Elton Brake Lining Com- 
pany would undoubtedly have acceded 
to the demands of the stockholders and 
ignored the interests of the bond- 
holders. The directors of the Atlantic 
Fisheries Company, however, taking a 
broader view of the problem, thor- 
oughly analyzed the situation from the 
standpoint of both the stockholders 
and the bondholders. They reached 
the conclusion that the company was 
morally obligated to retire its funded 
debt as quickly as financial conditions 
would permit, and they decided that all 
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cash in excess of actual operating re- 
quirements should be utilized for the 
purchase of the mortgage bonds of the 
company. Although they realized that 
this policy would require an immediate 
sacrifice on the part of the stockholders, 
they felt, nevertheless, that in the long 
run it would be beneficial to their 
interests. 

The management knew that the 
financial difficulties and reorganization 
following the unwise wartime expansion 
had seriously damaged the credit stand- 
ing of the company. They felt that the 
retirement of the bonds would indicate 
to the trade that those in charge of the 
Atlantic Fisheries Company meant to 
fulfill all obligations to the creditors of 
the company; they believed that such 
action would be conclusive evidence that 
the company would always attempt to 
play fair; and they hoped that the 
policy would go a long way toward re- 
establishing the credit position of the 
company. 

Those in control were of the opinion 
that in a business where earnings might 
be expected to fluctuate to the extent of 
those of the Atlantic Fisheries Com- 
pany, the presence of bonds constituted 
a distinct handicap to financial oper- 
ations, and that bond issues in such 
cases resulted in a lower limit on the 
amount of bank borrowings, in a higher 
interest charge on commercial loans, 
and in a decrease in the amount of 
merchandise credit available. More- 
over, they felt that the removal of the 
fixed liability would facilitate future 
financing, either for expansion of pro- 
ductive facilities or for some unfore- 
seen emergency. 

The directors, as a group, were en- 
tirely in accord on the general policy 
of retiring the bonds; there was some 
disagreement, however, concerning the 


method by which the retirement should 
be accomplished. Several of the direc. 
tors felt that the company was morally 
bound to satisfy the old claims of its 
creditors, dollar for dollar, and that it 
would be shirking its obligations by pur- 
chasing its bonds at less than par. The 
point was thoroughly threshed out, 
however, and it was finally concluded 
that the company would be entirely 
justified in purchasing any bonds offered 
on the open market, even if they were 
purchased at a discount. 

Consequently, between September, 
1923, and March, 1925, the company 
retired over $285,000 of bonds by pur- 
chasing them on the market at between 
$75 and $90. Throughout this period 
the company refrained from soliciting 
bonds from the individual holders and 
purchased only those bonds which were 
offered on the open market. In this 
way no pressure was placed on the bond- 
holders. They were free to exercise 
their own judgment concerning the de- 
sirability of selling and the price which 
they were willing to accept. The 
initiative was left with each individual 
holder. 

Some of the bondholders naturally 
were in greater need of ready cash 
than were others. To many of the 
holders of these securities an immediate 


$70 was of much greater use than a 


prospective $100, a sum which they 
might not obtain for four or five years. 
Such holders were anxious to liquidate 
and, in order to obtain immediate use 
of the money, were willing to settle 
their claims at a substantial discount. 
In purchasing the bonds offered on the 
open market by this group, the com- 
pany performed a valuable service. It 
gave those who had the greatest need 
for the money an opportunity to 
liquidate quickly at a price which they 
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themselves considered to be reasonable. 

The directors in this case could not 
he accused of misleading the security 
holders concerning the financial con- 
dition or the progress of the company. 
The affairs of the company were almost 
an open book to the holders of these 
bonds. The majority of the bonds was 
held by the banks, while the remainder 
was held by former trade creditors. 
The bankers, of course, were in inti- 
mate touch with the condition of the 
company and were able to form an 
accurate opinion of the security behind 
these bonds and of the possibility of 
their being retired at maturity. Those 
in the trade who held the securities 
were also in a good position to judge 
the general progress that the company 
was making. 

It is quite evident, therefore, that 
the holders of practically all these 
securities were in a position to obtain 
sufficient information concerning the 
financial condition of the company to 
enable them to estimate intelligently the 
price at which they would be willing to 
liquidate their claim. 

Both the Elton Brake Lining case 
and the Atlantic Fisheries case bring 
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out the fact that directors in the pur- 
chase of the securities of their company 
are acting in a dual capacity; that is, 
they are representing the interests of 
both buyer and seller. Each case brings 
out the possibility of conflict between 
the interests of those in control and the 
interests of the ordinary _ security 
holder. The Elton case emphasizes the 
inherent danger in the situation—the 
tendency of the directors to neglect 
their obligation to the rank and file of 
the stockholders. The Atlantic case, on 
the other hand, illustrates the possibil- 
ity of shaping a policy satisfactory to 
both interests. 

The fact still remains, however, that 
under the present widespread popular 
ownership of industry there is always 
the danger that the controlling group 
will neglect or violate the interests of 
the ordinary security holder. Once this 
danger is generally recognized, how- 
ever, public opinion will begin to assert 
itself; as a result, the corporate direc- 
tor will be forced to realize his respon- 
sibility, not only as the financial 
representative of those in control, but 
also as the trustee of the interests of 
all security holders. 





THE INTERNATIONAL SCOPE 
OF MERCHANDISING PRINCIPLES 


N considering the problem of export 

sales it is well to draw the distinc- 
tion between the principles and the 
methods involved.- Varying methods 
must be adapted to countries with vary- 
ing types of civilization and population 
and with differing geographical condi- 
tions. Because of these variations in 
methods, American business men often 


have felt that foreign selling is a mys- 
terious, complicated, and forbidding 
field. And indeed, in the absence of any 
sound basis for discrimination among 
them, the many possible selling methods 
in any country present a baffling prob- 
lem. 

Such a view may well discourage a 
company altogether from entering for- 
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eign markets, or it may result in a con- 
fusion which causes the choice of un- 
sound methods. But when the avail- 
able methods are studied from the 
standpoint of the merchandising prin- 
ciples involved, they lose their mystery 
and can be judged intelligently. Mer- 
chandising principles are fundamental. 
They should apply equally to the sale 
of goods at home or abroad, in Ecuador 
or in Oklahoma. A study of these mer- 
chandising principles, therefore, should 
serve as a guide to the formulation and 
selection of sound selling methods in 
foreign trade. 

For example, if the business man has 
found that his product—perhaps a 
staple canned food—requires dense dis- 
tribution in the United States because 
of the product’s small unit value and 
its frequent purchase by the same in- 
dividual, he will choose methods of for- 
eign selling which also will secure rela- 
tively dense distribution. If, on the 
other hand, the business man has found 
that his product—perhaps a very expen- 
sive automobile—requires restricted dis- 
tribution in the United States because 
of its relatively high value, distinctive 
features, and the infrequency of its pur- 
chase by the same individuals, he will 
devise and choose foreign selling meth- 
ods which also will result in restricted 
distribution. 

In this case study the thesis that mer- 
chandising principles are fundamentally 
the same everywhere will be illustrated 
by the two following cases, which con- 
sider the foreign distribution of two 
widely different types of consumer 
goods—confectionery and pianos. This 
illustrative material is so restricted that 
no definite conclusions can be drawn 
from it to establish such a thesis. It 
is the purpose of this study to be 
merely suggestive rather than conclu- 
sive. 


PAGE ANB SHAW, INCORPORATED 


Prior to 1919, Page and Shaw, In. 
corporated, which manufactured high- 
grade candies to retail at an average 
price of $1.25 a pound, depended for 
sales chiefly on its own retail stores in 
the United States. These were main- 
tained in many of the leading cities, in- 
cluding Boston, New York, Chicago, 
and Los Angeles. The sales volume of 
the larger of the stores reached $8,000 
or $9,000 a day during the Christmas 
season, and averaged $2,000 or $3,000 
daily for the year. The average for the 
smaller shops was less than $1,000 
daily. The company’s total annual sales 
amounted to about $6,000,000; 70% of 
this sales volume the company obtained 
through its own retail shops. 

In addition to selling through its own 
retail establishments, the company sold 
to independent retail candy shops, drug 
stores, hotels, railways, and steamship 
companies. Page and Shaw candies had 
been sold on transatlantic steamers for 
the first time in 1918. As a result of 
these sales, the company had received 
a few mail orders from people resid- 
ing in England. The number of such 
mail orders increased until a score or 
more of English families were ordering 
candies from the company regularly. 
Up to 1919, the company had made no 
other foreign sales. 

In 1919, one of the directors of the 
company proposed the formation of an 
English corporation with capital of 
£100,000 and with all stock except a 
few qualifying shares owned by Page 
and Shaw, Incorporated. Tie function 
of the corporation would be to operate 
a small factory and three retail shops 
in London for the manufacture and sale 
of package candy. Excellent sites were 
available. One was on Piccadilly in the 
heart of the fashionable West End 
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shopping district, in a shop about to be 
vacated by a jeweler. This shop could 
be rented for £5,000 a year. A second 
location was on the Strand, in the build- 
ing of the Hotel Cecil. The Strand 
was a popular shopping center, and 
space could be rented for £1,500 a 
year. The Hotel Cecil and the Hotel 
Savoy, which was near the Hotel Cecil, 
were favorite resorts for tourists from 
the United States. The third location 
was on High Street in Kensington, a de- 
sirable location, both because it was 
in the neighborhood of many large de- 
partment stores and because property 
in that district was relatively cheap. 
Premises suitable for a shop and a 
small factory in the Kensington locality 
could be bought for £24,000. Re- 
tailers throughout England could be 
supplied from this factory. The direc- 
tor proposed three shops rather than 
one because the various retail districts 
of London were distinct, shoppers in 
one rarely going into another. The 
fact that it was the practice of the com- 
pany in the United States to maintain 
several shops in large cities also influ- 
enced the decision. 

The director proposed a factory be- 
cause the company always insisted on 
maintaining the uniformly high quality 
of its products. Some candies manu- 
factured in the United States could be 
shipped without danger, but it was 
desirable to offer a varied line, and 
many of the company’s choicest makes 
of candy could not be sent so great a 
distance without risk of deterioration or 
actual spoilage. With the exception of 
sales girls, the director proposed send- 
ing over an American staff, including 
candy makers. As an additional means 
of insuring the maintenance of uni- 
formly high quality, the director 
planned to send from the United States 
materials such as chocolate coatings, 


CASE STUDIES IN BUSINESS 489 


nuts, fruits, flavoring, and even the 
boxes in which the candy was to be 
packed. The transportation of these 
materials would increase the cost of 
production slightly. The company’s 
gross margin averaged about 32% on 
domestic sales, and the director esti- 
mated that on the London sales the 
gross margin would be slightly less 
than 30%. 

On the basis of probable sales for the 
first two years, the director estimated 
that total expenses, including overhead 
expenses of the three shops and the 
factory salaries, would not exceed 
£20,000 a year. No provision for ad- 
vertising was made in this estimate, as 
the company intended to depend solely 
on the distinctive appearance and 
decorations of its English shops for 
advertising. This was in accord with 
the company’s practice in the United 
States, where publication advertising 
was used only in connection with the 
opening of new stores or in anticipation 
of such holidays as Valentine’s Day 
and Mother’s Day. 

Observation indicated that the aver- 
age individual in England did not con- 
sume so much candy as did the average 
individual in the United States. Fur- 
thermore, most Englishmen did not 
ordinarily buy ready-packed boxes of 
candy. English middle-class buyers 
usually asked for sixpence’ worth or a 
shilling’s worth of sweets in bulk, while 
even the upper-class buyers were more 
likely to ask for a half crown’s worth 
than for any given quantity. The great 
bulk of the candy offered for sale in 
England was of medium quality and 
sold for 2 shillings 6 pence (about 60 
cents) to 3 shillings 6 pence (about 90 
cents) a pound. Consequently, the 
price of ready-packed boxes of high- 
grade sweets seemed excessive to the 
average Englishman. Page and Shaw 
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sweets, for example, would have to sell 
for 6 shillings, 6 pence a pound. 

Very few English shops sold candy 
exclusively; it was usually grouped with 
other food products. Prior to 1915, a 
number of small tea shops which sold 
bulk candy had been established in 
London under the name of Lyons Tea 
Shops. As the popularity of these was 
demonstrated, others were added, and 
a few of the largest, which were 
restaurants as well as tea shops, were 
called Lyons Corner Houses. The one 
near Piccadilly Circus was said to be 
the largest of its kind in the world. 
The Lyons Corner Houses and Tea 
Shops sold not only candy but cakes, 
biscuits, and other sweets as well. 

It was apparent that a retail candy 
shop located in an exclusive district in 
London and operated in the usual 
American manner was distinctly a nov- 
elty from the English point of view. 
Englishmen who were consulted pre- 
dicted that an American candy shop in 
London never could succeed. So far as 
the company knew, no other candy 
manufacturer ever had attempted to 
open retail shops in foreign countries. 

In 1919, as the director had pro- 
posed, Page and Shaw, Incorporated, 
formed the English corporation and 
opened three shops and a small factory 
in London. About 70% of the English 
sales each year were made at retail by 
the three shops and 30% were made 
directly from the English factory. Al- 
though the company took a loss on 
London sales during the first four 
years, the volume of sales increased 
steadily, and in 1923 the company made 
a net profit of 3% on total English 
sales of approximately $450,000, as 
compared with a net profit of 15% on 
sales in the United States. In 1924, 
the sales volume increased about 12% 
over the previous year and in 1925 


there was a further growth in yol 

of 10%. The net profit in 1924 ia 
fered because the company was unable 
for about six months to sublet a high- 
rent store in a block which it had 
leased. In spite of this contingency, the 
net profit for that year amounted to 
54%; in 1925 it increased to 9%. 


Analysis 


For the purpose of this study it is 
desirable to consider some of the prin. 
ciples and methods Page and Shaw, 
Incorporated, followed in the conduct 
of its American business, and to ascer- 
tain whether or not it applied the same 
ones in the English market. In the 
following discussion, for the sake of 
clearness, only one principle and the 
methods it involves will be taken up 
at a time. 


I. Uniformity of Quality 


Perhaps the most obvious principle 
upon which Page and Shaw, Incor- 
porated, based its procedure in the 
American market was that the quality 
of a branded product should be uni- 
form. Recognizing this essential, the 
company distributed its products direct 
through retail outlets; by shortening 
in this way the time needed to supply 
the retailer, the consumer was assured 
a full selection of uniformly fresh 
candies. That Page and Shaw, Incor- 
porated, was employing a sound method 
of distributing perishable products in 
order to carry out a vital principle is 
indicated by the following statement of 
the National Biscuit Company, made 
in connection with a case before the 
Federal Trade Commission: 


We aim to place upon the market only the 
highest class of goods, and, therefore, the first 
essential of our business is that as brief 4 
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period as possible shall elapse between the 
time one of our products leaves our ovens and 
the time it reaches the consumer's table. This 
policy is part of the groundwork of the busi- 
ness and is vital to the maintenance of our 
well-earned reputation for putting out the 
finest goods as respects wholesomeness, taste, 
and general quality. Therefore, by reason of 
nature of the business, it has been our policy 
to sell and to deliver direct to retail stores.* 


It is quite logical that Page and 
Shaw, Incorporated, should conduct its 
English business in such a way as to 
maintain the uniform quality of its 
candies; the observance of this prin- 
ciple is obviously necessary if its prod- 
ucts are to be successfully merchandised 
anywhere. Significant also is the fact 
that in order to carry out this principle 
Page and Shaw, Incorporated, not only 
distributed its candies direct through 
retail outlets but that it also established 
a factory in England and sent over its 
own candy makers and materials. 


II. Convenience in Purchase 


Another foundation upon which Page 
and Shaw, Incorporated, obviously had 
built its American business was the 
convenience in purchase enjoyed by con- 
sumers of its candies. As the products 
were sold through a great number of 
retail outlets, including candy shops, 
drug stores, hotels, and transportation 
companies, most of the potential buyers 
did not have to go far out of their way 
to purchase such confectionery. In 
leading cities the company insured the 
maximum convenience in purchase by 
supplementing the independent outlets 
with its own stores located at central 
sites accessible to large numbers of 
people. The wisdom of this policy is 
apparent, in view of the fact that Page 


—_. 


‘Published in the newspapers on September 9, 
1922, Reprinted on page 178 of Copeland’s Prob- 
tems in Marketing. 


and Shaw, Incorporated, obtained 70% 
of its sales through its own centrally 
located stores. The company presum- 
ably had found that in most people’s 
minds the satisfaction derived from 
eating candy was too temporary and 
that the variations in the pleasing sense 
of taste was not great enough to cause 
prospective purchasers to undergo much 
inconvenience in order to attain a 
particular brand of candy, no matter 
how outstanding a delicacy it might be. 

While a score of English families 
had been taking the trouble to order 
Page and Shaw candies by mail from 
the United States, it is apparent from 
the statement of the case that Page and 
Shaw candies would be a distinct nov- 
elty in the English market. Most peo- 
ple there had developed such habits in 
regard to buying candy that they would 
not be easily attracted to Page and 
Shaw confectionery. In order to reduce 
sales resistance, it was especially desir- 
able to facilitate purchase by having 
the candies readily available. Clearly 
the company was wise in introducing its 
American method of selling through a 
large number of retail outlets. To in- 
sure very great convenience of purchase 
in the densest portion of the English 
market—London—the company was 
following a sound policy when it estab- 
lished its own stores at three strategic 
points. The fact that the company se- 
cured about 70% of its English sales 
through these centrally located stores 
confirms this conclusion. 


III. Publicity 


A third foundation upon which the 
company had based its American busi- 
ness was its ability to convey to con- 
sumers the idea that “Page and Shaw, 
Incorporated,” stood for distinctive 
quality. To accomplish this end it had 
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seldom used any space in publications 
but had relied chiefly upon the distinc- 
tive appearance of its own stores for 
advertising. Their value for this pur- 
pose was enhanced by their conspicuous 
locations. Not only were the people 
who passed by favorably impressed, but 
these in turn spread the stores’ influ- 
ence by telling others of what they had 
seen. That this method of advertising 
was successfully transplanted to En- 
gland may be inferred from the fact 
that both the company’s sales and 
profits increased from year to year. 


Conclusion 


The English success of Page and 
Shaw, Incorporated, is _ particularly 
noteworthy for two reasons. First, it 
has been achieved in spite of the gen- 
erally unfavorable economic conditions 
existing in England since the war. 
Second, while the English are usually 
considered to have much the same re- 
actions as Americans, they themselves 
predicted that Page and Shaw candies 
could not be sold in any appreciable 
quality in England. Their reason for 
this belief was that most people in En- 
gland prior to Page and Shaw’s en- 
trance of the market had seldom, if 
ever, purchased confectionery under the 
proposed conditions. The idea was novel 
and for that reason alone had some 
attraction, but its success fundamentally 
depended upon and resulted from the 
recognition of appeals which are effec- 
tive in the sale of candy. 

It is interesting to note that the 
location of its own stores in metrepol- 
itan centers gave Page and Shaw, In- 
corporated, a dual advantage: the 
company thus made its candies access- 
ible to large numbers of people, and at 
the sz. time derived publicity from 
the fact that these same crowds of 
people noticed the distinctive shops. 


KOHLER AND CAMPBELL 


_ Prior to 1920, pianos and player 
pianos manufactured by Kohler and 
Campbell reached the Australian mar. 
ket only as the result of purchases made 
from the company in New York, either 
by export commission houses or by 
Australian dealers. In that year the 
firm considered the advisability of es. 
tablishing its own salesman in Australia 
to sell to retail distributors, with the 
ultimate purpose of selling pianos in 
the Australian market only under the 
Kohler and Campbell brand, and only 
to selected retailers with exclusive 
territories. 

Up to 1914, German manufacturers 
of pianos had been dominant in 
Australia and had established the policy 
of placing the private trade-marks of 
Australian distributors, either whole- 
sale or retail, on the pianos sold to 
them. With the opening of the War, 
American piano manufacturers gained 
control of the Australian market. Koh- 
ler and Campbell, together with other 
American companies, continued to ac- 
cede to the trade custom of placing 
distributors’ private trade-marks on 
their instruments. 

This was contrary to the practice in 
the United States, where Kohler and 
Campbell sold its products only under 
its own trade-mark. In the domestic 
market, moreover, the company sold its 
pianos only direct to retailers with ex- 
clusive territories. While the company 
furnished “dealer helps,” it did no 
other advertising. 

After 1914, a larger dollar volume 
of American pianos and player pianos 
was sold in Australia than in any other 
foreign market in the world. During 
the year ending June, 1920, 92% of 
the pianos and player pianos imported 
into Australia came from the United 
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States. Total imports for the calendar 
year 1920 amounted to about two and 
a half million dollars.? 

Prior to 1920, Kohler and Campbell 
pianos had been sold in New York for 
the Australian market in two ways. 
First, sales were made through New 
York export commission firms to the 
more important buyers in the larger 
Australian cities. Second, Australian 
music houses often sent buyers to New 
York to make contracts with American 
music publishers; at such times the 
Australian buyers were accustomed to 
order pianos direct from Kohler and 
Campbell. In both instances, sales were 
essentially domestic. 

As the number of firms who sent 
representatives to New York increased, 
the usefulness of the relationship with 
the commission firms decreased. There 
were, moreover, musical instrument re- 
tailers in Australia who neither sent 
representatives to New York nor had 
contracts with the representatives of 
the export commission houses. The 
export manager of Kohler and Camp- 
bell was convinced that these potential 
customers must be reached if sales in 
Australia were to be appreciably ex- 
panded. He was further of the opinion 
that if retailers who never had sold the 
company’s pianos were solicited by 
salesmen, the Kohler and Campbell 
trade name might be established with 
them, thus opening up added potential 
sales because of the closer association 
of the name of the company with its 
product. The export manager also be- 
lieved that successful distribution of 
pianos trade-marked ‘‘Kohler and 
Campbell,” through merchants who 
heretofore had not sold the company’s 
product, would result eventually in 





*“World Markets for American Musical Instru- 
ments,” Export American Industries, official organ 
of the National Association of Manufacturers. 
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establishing the company’s trade-mark 
among existing distributors. 

In 1921 a salesman was sent per- 
manently to Australia to sell pianos 
under the company’s brand; customers 
were to pay for all purchases against 
sight draft “on arrival of steamer.” 
The salesman at once began to arrange 
for selected retail outlets for Kohler 
and Campbell pianos. At first these 
pianos were introduced through re- 
tailers who had not previously handled 
Kohler and Campbell pianos; but be- 
fore two years had elapsed a few orders 
for Kohler and Campbell pianos were 
secured in Australia from firms which 
formerly had bought pianos only in 
New York and had used their own pri- 
vate brands. By 1925, the company 
had established completely the policy 
of selling pianos in the Australian 
market only under its own brand and 
of permitting only one retailer in a 
district to handle them. Some districts 
consisted of a large area and others 
comprised only a section of a city. 
While the Kohler and Campbell Com- 
pany did no publication advertising in 
Australia itself, it gave to retailers 
store signs, booklets about its pianos, 
advertising copy which had been suc- 
cessfully used elsewhere, and data in 
regard to sales campaigns that other 
distributors had conducted. 

Sales in every year since 1921 have 
been profitable and have shown a 
moderate but steady increase in volume. 
In 1925 the Kohler and Campbell 
pianos sold in Australia comprised 
about 15% of all American pianos en- 
tering that market. 


I. Brands 


In the United States, Kohler and 
Campbell had always marketed its 
pianos only under its own trade-mark. 
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Consequently, whenever a piano made 
by Kohler and Campbell was sold, 
everyone knew who the maker was. As 
a result, Kohler and Campbell acquired 
the good will arising from the merit of 
its product. 

Yet in Australia the German musical 
instrument manufacturers had _ estab- 
lished the policy of placing the private 
trade-marks of distributors upon pianos. 
On the basis of expediency, each Ger- 
man maker’s reasoning presumably was 
that he would secure orders from dis- 
tributors by granting the private brand 
privilege, while if he insisted on the 
use of his own trade-mark the dis- 
tributors would patronize other manu- 
facturers who would accede to their 
request; no doubt, each distributor felt 
that the use of a private brand added 
to his prestige in the eyes of consumers 
and provided desirable free advertising 
of his name. On the basis of merchan- 
dising principles presumably, manu- 
facturers had reasoned that their makes 
of pianos could be sold more densely 
under private brands; dealers in two 
adjoining stores could push the same 
make aggressively under their own 
brands, although they would not stock 
the same make and exert aggressive 
sales effort if it was sold under a single 
brand, for in this case each dealer could 
not be certain of securing the orders 
stimulated by his particular sales effort. 

The problem that confronted Kohler 
and Campbell in Australia, therefore, 
was whether it could secure a larger 
sales volume in the long run by selling 
its pianos unbranded to any distributor 
who would purchase them or by mar- 
keting its product under its own brand 
and hence as a specialty good. The 
denser distribution to dealers possible 
in the existing situation was to be 
weighted against the association of the 
manufacturer with the product in the 





second case. The latter situation would 
be a complete reversal of the existing 
situation, which was dominated by the 
distributor. For example, with private 
brands in use, if a dealer was not able 
to secure as favorable prices from 
Kohler and Campbell as he had desired, 
he probably would substitute another 
make which he could secure more rea- 
sonably, for the customer still would 
see the same private brand and pre- 
sumably would not learn that the 
product had come from another source. 
If, on the other hand, pianos of a given 
quality and type were sold only with 
the trade-mark of the maker, the brand 
would be identified in the minds of the 
consumers with the given quality. If a 
dealer had built up a demand for 
this brand, he could not afford to 
shift to some other brand merely to 
gain a small trading advantage. As a 
result, pianos could stand on their own 
merit. This condition was particularly 
desirable to create in the case of pianos 
because of their intricate and delicate 
construction, their distinctive nature, 
and their high value. Clearly, there 
were sound reasons for Kohler and 
Campbell to extend its brand to 
Australia. 


II. Selected Distribution 


Involved in the marketing of pianos 
as specialty goods is the obvious neces- 
sity of selected distribution. The 
method which Kohler and Campbell had 
used in the United States to secure se- 
lective distribution was that of direct 
selling to retailers with exclusive terri- 
tories. 

In applying the principle of selected 
distribution to the Australian market, 
Kohler and Campbell did not necessa- 
rily have to follow the method of direct 
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might have appointed wholesalers with 
exclusive territories, who in turn could 
have distributed the pianos to retailers 
with exclusive territories. Yet Kohler 
and Campbell, in selling pianos under 
its own brand in Australia, was con- 
fronted with the necessity of overcom- 
ing the private brand custom. To in- 
sure the successful operation of its new 
policy, it needed to have the most direct 
and aggressive contacts with the re- 
tailers. It attained this end by the 
employment of a capable salesman of 
its own. Upon this man rested many 
responsibilities. He had to introduce 
pianos bearing the maker’s brand into 
a hostile market and had to select re- 
tailers to whom would be granted ex- 
clusive territories. Furthermore, he 
had to stimulate aggressive selling on 
their part by giving them advice and 
by supplying them with “dealer helps.” 


Conclusion 


In general, this case illustrates the 
fact that the utilization of one mer- 
chandising principle often necessitates 
the observance of another. It also 
indicates the vital importance of choos- 
ing the proper method to carry out a 
principle. 

The company here could hope to 
control the sale of its pianos only if it 
branded its product with its own name. 
Since the product is a specialty good 
of high value purchased infrequently, 
the method of distribution should be 


adapted to increasing the aggressive 
support of retail distributors for the 
line. This was accomplished by obtain- 
ing selective distribution, so that each 
retailer might be assured that no nearby 
competitor would reap the rewards of 
his stimulating a demand for Kohler 
and Campbell pianos. 


General Significance 


Merchandising principles are inter- 
national in scope. Methods by which 
these principles may be applied vary 
with time and place. Those methods 
of distributing a commodity will be 
most effective which carry out to the 
greatest practicable extent the under- 
lying merchandising principles. 

In the Page and Shaw, Incorporated, 
case, the company had a product which 
was bought frequently and on which 
there was no great brand insistence. 
Distribution, accordingly, should be 
dense. Since the company sold a high 
quality perishable product, extreme care 
was necessary to maintain the unifor- 
mity of this high quality. These ends 
were achieved in England by marketing 
methods practically identical with those 
used in America. 

In the Kohler and Campbell case, 
the company was selling a_ specialty 
good which needed intensive though 
not necessarily dense sales efforts. This 
was attained in Australia by methods 
similar to those used in the United 
States. 











LEGAL DEVELOPMENTS 
SIGNIFICANT IN BUSINESS 


THE INDIANAPOLIS WATER COMPANY CASE 


HE recent decision of the United 
States Supreme Court in the case 
of the Public Service Commission 
of Indiana versus the Indianapolis 
Water Company’ has aroused so much 
interest and discussion among those 
connected with or interested in the pub- 
lic utility field that it seems desirable 
briefly to review the decision itself and 
the background of decisions that have 
preceded this one, and to make some 
conjecture as to the possible conse- 
quences of this decision. 


Decision Gives Dominant Weight to 
Present Cost of Reproduction 


In June, 1923, the Indianapolis 
Water Company filed with the Public 
Service Commission of Indiana a peti- 
tion which stated that rates were too 
low. A higher schedule of rates was 
proposed. The city of Indianapolis 
answered that the rates in force were 
adequate. After a hearing, the com- 
mission found existing rates too low 
and the proposed rates exorbitant and 
discriminatory. A new schedule of 
rates, effective January 1, 1924, was 
prescribed by the commission, which 
stated that the new rates were expected 
to yield, over a period of three years, 
a return of 7% on the value of the 
property. The property value as of 
May 31, 1923, was fixed by the com- 
mission at $15,260,400. 

Suit was brought by the company in 


: 1 John W. McCardle, et al., as members of the 
Public Service Commission of Indiana, et all., Vv. 
Indianapolis Water Company, 47 Sup. Ct. 144. 


the United States District Court of 
Indiana against the members of the 
commission to enjoin enforcement of 
the order, on the ground that the rates 
prescribed were confiscatory. The Dis. 
trict Judge held that the fair value of 
the company’s property at the time of 
the complaint was not less than $19, 
000,000, and that the rates set by the 
commission were too low and were 
confiscatory. Appeal was taken by the 
commission and the city of Indianapolis 
to the Supreme Court on the contention 
that the District Court had adopted or 
given controlling weight to the cost of 
reproduction, new less depreciation, 
estimated on spot prices as of January 
I, 1924. 

The commission in a proceeding in 
1922 had set a valuation on the prop- 
erty of $16,455,000, composed of $14,- 
904,000 for tangible property, $1,416,- 
ooo for going value and water rights, 
and $135,000 for working capital. 
Property in use by April, 1922, was 
valued at average prices for the 10-year 
period ending with December 31, 1921. 
The value reached for the present case 
was secured by deducting from the 
1922 valuation $571,000 for going 
value and water rights and $623,000 
for tangible property. 

The Supreme Court decision, de- 
livered by Mr. Justice Butler, criticised 
the use of a 10-year period ending with 
1921 as a proper base on which to com- 
pute average prices, saying: 

But in determining present value, consid- 


eration must be given to prices and wages pre- 
vailing at the time of the investigation ; and, 
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in the light of all the circumstances, there 
must be an honest and intelligent forecast as 
to probable price and wage levels during a 
veasonable period in the immediate future. In 
every confiscation case the future as well as 
the present must be regarded... . 

In fact, prices and values have so changed 
that the amount paid for land in the early 
vears of the enterprise and the cost of the 
plant elements constructed prior to the great 
rise of prices due to the war do not constitute 
any real indication of their value at the pres- 


ent time... . : ; 
The validity of the rates in question de- 


pends on property value January 1, 1924, and 
for a reasonable time following. . . . 

Moreover, there is nothing in the record to 
indicate that the prices prevailing at the ef- 
fective date of the rate order were likely to 
decline within a reasonable time—one, two, 
or three years—to the level of the average 
in the ten years ending with 1923. . 

The price level adopted by the commission 
—the average for 10 years ending with 1921 
—was too low. 


On the basis of the above reasoning 
and a careful analysis of the evidence, 
the Supreme Court affirmed the decree 
of the District Court, which found that 
the minimum value of the company’s 
property was not less than $19,000,000. 
The evidence gives little room for doubt 
on this point, once the 1924 price level 
had been adopted. 

In his dissenting opinion in the case, 
Mr. Justice Brandeis says that the de- 
cision assumes “that spot reproduction 
cost is the legal equivalent of value.” 
If, as Justice Brandeis alleges, this is 
really the intent and purport of the de- 
cision, then clearly the United States 
Supreme Court in this case has gone 
further toward recognizing and adopt- 
ing the cost of reproduction as the 
dominant measure of value for rate 


"169 U. S. 466, argued April, 1897, decided 


March, 1898. 


"So long as this rule remained the chief prece- 


| dent, it could never be determined in advance with 
_ Certainty just how much weight the federal courts 


would actually give to the present cost of repro- 


purposes than it has in any previous de- 
cision. This almost unqualified adop- 
tion of present reproduction cost makes 
this case one of great possible signif- 
icance—a_ significance which will de- 
pend, however, in large part upon the 
extent to which subsequent decisions of 
the Supreme Court in valuation cases 
follow the precedent in this case. 


Background of the Present Decision 


Before proceeding to examine the 
background of this decision, it should 
be pointed out that in any valuation dis- 
pute recourse is usually had to the fed- 
eral courts under the Fourteenth 
Amendment to the United States Con- 
stitution, which provides that “no state 
shall deprive any person of property 
without due process of law.’ Limita- 
tion of net earnings by regulation, 
setting of rates, or by other means, to a 
point below a fair return on the prop- 
erty of the utility is considered con- 
fiscatory and a taking of property with- 
out due process of law. The United 
States courts, therefore, in the cases 
brought before them review the 
methods by which valuations of the 
property were arrived at, and pass 
upon what is a fair value on which the 
owners are entitled—so far as the law 
is concerned—to receive a fair return. 

The use of cost of reproduction as 
one of the measures of value dates back 
to the famous case of Smyth v. Ames,’ 
which held that the present as com- 
pared with the original cost of con- 
struction was one of the matters for 
consideration, to be given such weight 
as may be just and right in each case.* 





duction. This state of affairs, accompanied by the 
political point of view of many commissions, natu- 
rally resulted in bringing into the federal courts 
a great many valuation cases. This difference in 
point of view of commissions and courts was dis- 
cussed in Harvard Business Review (Jan., 1927). 
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It is interesting to note that the adop- 
tion of present value rather than 
original cost was urged in Smyth v. 
Ames on behalf of the community as a 
protection against having valuations 
established on the basis of the higher 
prices prevailing when the property was 
originally built. When first established, 
therefore, the use of reproduction cost 
as one of the measures of value worked 
to the disadvantage of the utilities; but 
it has been a great boon to them in the 
last eight or ten years when prices have 
advanced so far above the prewar level. 

Since the establishment of the so- 
called “rule of valuation” in Smyth v. 
Ames, the federal courts, and especially 
the United States Supreme Court, have 
practically always given weight to the 
present cost of reproduction in the 
valuation cases that have come before 
them. In the Minnesota Rate Cases* 
the Supreme Court stated that the mak- 
ing of a just return for the use of a 
property involved the recognition of its 
fair value if it be more than its cost. 
The property is held in private owner- 
ship, and it is the property, not the 
original cost of it, of which the owner 
may not be deprived without due proc- 
ess of law. Earlier, in Willcox v. Con- 
solidated Gas Company,’ the court held 
that there must be a fair return upon 
the reasonable value of the property at 
the time it is being used for the public. 
If the property which enters into the 
consideration of the question of rates 
has increased in value since it was ac- 
quired, the company is entitled to the 
benefit of such increase. 

Examples could be multiplied of 
cases in which the United States 
Supreme Court or the district courts 
have, as in the cases cited, overturned 
the rulings of commissions and the 





*230 U. S. 352. 
“212 U. S. 19. 
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valuations set by them when it was q 
parent that the present cost of repro. 
duction was not given a reasonable 
amount of weight by the commissions. 

A chronological study of the court 
decisions would reveal the fact, more. 
over, that there has been a tendency on 
the part of the courts to give greater 
and greater weight to the cost of repro. 
duction as a measure of value for rate 
making purposes. In the light of this 
development, the case of the Indian. 
apolis Water Company is seen to be, 
not a revolutionary departure, but 
rather the final step in the process of 
giving complete preponderance to the 
present cost of reproduction. 


Possible Consequences of the Decision 


The first probable consequence of the 
Indianapolis Water Company decision 
is suggested in the immediately fore. 
going paragraph. For if the Supreme 
Court can be relied upon in future cases 
to give the same preponderant weight 
to reproduction cost that it did in this 
case, then any commission’s valuation 
for rate making purposes which falls 
very far short of present reproduction 
cost will almost certainly be taken to 
the federal courts by the company in- 
volved, except in the cases where the 
traffic cannot stand rates based on such 
a valuation. And very shortly, com 
missions, if their valuation decisions 
are to be respected at all, will find 
themselves forced to give practically 
full weight to present reproduction cost 
as a measure of value for rate making 
purposes. 

A second possible consequence is that 
mentioned by Professor Bonbright in a 
recent article in the Columbia Law Re- 
view,® in which he says, “If, as is not 


*Columbia Law Review, Vol. 27, p. 113; %* 
footnote, p. 113. 
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improbable, a period of falling prices 
should ensue during the next few years, 
valuations based on reproduction cost, 
‘{ strictly enforced, will mean wholesale 
bankruptcies for the public utilities of 
the country.” Professor Bonbright is 
of the opinion that the Supreme Court, 
dealing with such circumstances, will 
either frankly reverse itself, or else 
hide behind the ambiguities of its 
earlier decisions, ignoring the plain 
words of Mr. Justice Butler in the 
Indianapolis Water Case. 

The practical importance of this 
consequence depends in part on the 
probable course of prices during the 
next decade. It is, of course, hazardous 
to attempt to predict future price 
trends, but the leading authorities on 
commodity prices seem fairly well 
agreed that no drastic major decline in 
the general price level is likely to occur 
in the next few years, but rather that 
the movement back toward the prewar 
level, if it takes place at all, will be a 
very gradual one, extending over a long 
period of years. 

Will the court always use reproduc- 
tion cost as a test of present value? 
What would the court do if repro- 
duction cost were below original cost 
and if rates could economically be 
charged which would yield a fair re- 
turn on the original cost of the prop- 


_erty? This in reality is the long-run 


condition to which Professor Bon- 
bright referred. The answers to these 


| questions are problematical; yet it is 


important that public utility operators 


_ have them in mind. A statement of the 


use of valuation in rate cases may help 
clarify the issue. 

| Under normal circumstances, a util- 
ity prepares its rate schedule with 


_ economic considerations in mind. The 
| problem of the company is to establish 


rates which will move its product or 
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services and which as a whole will yield 
a profit. Valuation of property is at 
most a minor consideration, and then 
principally to the lawyers who may be 
called upon to justify the rate in a com- 
mission or a court proceeding. When a 
commission reviews the rate fixed by the 
company, valuation is used as a test of 
whether a rate is too high. The court, 
on the other hand, is concerned with 
the lowest limit of valuation, for its 
question is, “‘Does the rate fixed by the 
commission confiscate the property of 
the company ?” 

A rate set with reproduction cost as 
the test of valuation might seem to be 
confiscatory of the present value of the 
company’s property if the utility is able 
to earn a return on the original invest- 
ment. The court might say that repro- 
duction cost is not the sole test of 
present value in confiscation cases, but 
is only a test under certain conditions 
such as exist today, when reproduction 
cost is generally higher than original 
cost. On the other hand, the court 
might still use reproduction cost as a 
measure of fair present value. In San 
Diego Land and Town Company v. 
Jasper, 189 U.S. 439, dominant weight 
was given to reproduction cost when it 
was lower than original cost. In this 
case, however, the court spoke of the 
original cost as seemingly inflated by 
improper charges and injudicious ex- 
penditures. If a case were presented 
to the court in which plant expenditures 
were judicious and made to meet exist- 
ing demands, the answer might not be 
so simple. Utility operators should 
watch future cases in order to find the 
legal answer to this puzzling economic 
question. 

A third possible consequence of this 
decision is that the court may have de- 
fined indirectly the confiscation of the 
rights of the public. Would the court 
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approve rates, if they existed, which 
would yield a return on an amount in 
excess of reproduction cost? An analy- 
sis of the procedure in the present case 
may be suggestive of an answer. 

After Mr. Justice Butler disposed of 
the confiscation question, he examined 
the record to determine whether the 
proved facts justified the court’s con- 
clusion. But, as Mr. Justice Brandeis 
said in his dissenting opinion, when 
“the court undertakes to find what the 
value is at the date of the rate hearing, 
it purports to make a finding of fact.” 
In this request the court does the work 
ordinarily done by a commission, 
namely, to fix a rate, and is concerned, 
therefore, with the question whether a 
particular valuation is too high. The 
Indianapolis Water Company was able, 
economically speaking, to charge a rate 
which would yield a fair return on a 
conservative reproduction cost value. 
From another point of view, the earn- 
ings from the rate schedule would 
justify a capital value equal to repro- 
duction cost, and to insist on lower 
rates would be a confiscation of present 
value of the property. The court when 
it passes on the value for rate purposes, 
as opposed to the use of value as a test 
of confiscation, is faced with a question 
of public policy, not constitutional law. 
In the present case, the decision was for 
reproduction cost. The court intimated 
that a higher reproduction value could 
have been sustained. It may be a fair 
inference that the upper limit of the 
court would be reproduction cost for 
present conditions. 

The most fundamental consequence 
of the decision, however, in so far as it 
does establish a precedent, is perhaps 
the far-reaching effect that it may have 
upon the whole question of the use of 
valuation by commissions, as a basis for 
regulating rates for public utility ser- 


vices. In this respect the economic as. 
pects are more important than the legal 
considerations. The reasoning of the 
previous paragraphs suggests that some 
test of reasonable rates other than yal. 
uation may be desirable. 

If reproduction cost is to be used 
exclusively as the basis for determining 
a valuation on which the owners of 3 
property are legally entitled to earn a 
fair return, then in a great many cases 
the rates which would have to be 
charged in order to earn this return 
would be higher than would be 
economically feasible for the utility to 
charge for its services. It is a common- 
place among street railway companies, 
for instance, that the traffic will not 
bear a rate which will produce a fair 
return on either original cost, repro- 
duction cost, or prudent investment, but 
so long as the property will produce 
anything above out-of-pocket costs, it 
will pay the owners to operate it. It is 
also conceivable that a higher rate 
schedule may produce a smaller gross 
income than a lower rate schedule. 
Legally, the railway companies would 
be entitled to charge higher rates; prac- 
tically, the trafic would not bear them. 

If, therefore, the Supreme Court, in 
its future valuation decisions, follows 
the precedent seemingly established in 
the Indianapolis Water Case and makes 
reproduction cost the essential measure 
of value for rate making purposes, 
there will be a vast number of addi- 
tional situations in which the rates that 
a company can legally charge will be 
above what it is practical to charge. In 
such circumstances the whole attempt 
of commissions to regulate rates on the 
basis of valuation would be futile; and 
the commissions’ powers in this regard 
would tend to become innocuous. The 
eventual result might be the discarding 
of the whole doctrine of valuation as 4 
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feasible means of regulating rates, and 
the substitution of some other means, 
such as attempting to determine what it 
would cost to duplicate the service pro- 
vided rather than the property in- 
volved,’ or regulating rates on the basis 
of what some other company could or 
would be willing to charge for services 
equivalent to those rendered, or by 
comparing the rates with those in other 
cities having comparable conditions. 
Undoubtedly the courts will continue 


‘See F. G. Dorety, Harvard Law Review, Vol. 
38, p. 173, on “The Function of Reproduction Cost 
in Public Utility Valuation and Rate Making.” 
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to use valuation as a test of confiscation. 
The commissions, on the other hand, 
may use value less and less as a test of 
reasonable rates and other factors 
more; yet it. is unlikely that value will 
ever be completely abandoned as one of 
the tests of the commissions for reason- 
ableness of rates. 

The most obvious consequence of the 
Indianapolis decision is that many com- 
panies will now feel free to raise their 
rates, in most cases within the economic 
limits which would still be within or in 
many cases well under the legal limit 
established by the present decision. 


THE DIVIDEND LIMIT’ 


DIRECTOR is under obligation 

to conserve the assets of the cor- 
poration which he serves. There are 
two aspects of this obligation. The 
first lies in adequate direction and con- 
trol over the operating officers. The 
second lies in the adoption of a reason- 
able dividend policy. 

The following item appeared in the 
Boston Evening Transcript of March 
14, 1927; it suggests somewhat start- 
lingly the dangers confronting the di- 
rector who takes his office too lightly. 


DIRECTORS HELD LIABLE 





Verdict of $767,865.17 in Favor of Stock- 














holders of Failed Bank at . 

N. Y., Because of Negligence in Their 
Duties. 

» N. Y., March 11.—Former 

Mayor and eight other directors of 





7 Based in part on “The Surplus from Which 
Dividends May Be Declared,” a thesis by E. H. 
Slocum, student in the Harvard Graduate School 
of Business Administration; and Profits, Dividends 
and the Law, by Professor Reiter, The Ronald 
Press Company, New York, 1926. 


the National Bank, which failed in 
1923, are confronted with payment of $767,- 
865.17 to stockholders of the institution, as 
directed in a verdict returned by a Supreme 
Court jury last night in Several 
of the directors declared, at the trial, that 
they placed huge sums of their own money 
at the bank’s disposal in a vain effort to 
ward off failure. Stockholders, charging 
negligence, mismanagement and making of 
excessive and unlawful loans, sued the di- 
rectors for $1,500,000. 

It set forth that the directors did not 
discover unlawful practices of , 
president, when the bank failed on October 


6, 1923. 











was not made a party to the suit. 
He is now free, after a year in the Atlanta 
(Georgia) Federal Penitentiary, where he 
was sent on conviction in the Federal Dis- 
trict Court in May, 1924, on making false 
reports to the United States Comptroller 
of the Currency. He also was fined $10,- 
000. The suit has been pending three years. 


The law bears equally heavily on di- 
rectors in the matter of dividend pay- 
ments. While they are supposed to pay 
out in dividends all corporate profits 
not needed in the operation of the busi- 
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ness, there are legal restrictions which 
must be observed in the declaration of 
these dividends. Danger of personal 
liability is the penalty for overstepping 
them. The present article is intended to 
suggest where to look for these restric- 
tions. 

For present purposes, the dictates of 
conservative business policy will be 
overlooked and attention concentrated 
on the restrictions set up by the courts. 
In the absence of special circumstances 
or unusual local statutes, the restric- 
tions stated apply quite generally to 
corporations in the United States. 

The point of view adopted is that of 
a director in his chair at a dividend 
meeting, a balance sheet of the corpora- 
tion in his hand. Points will be taken 
up in the natural order in which they 
occur to a person in that situation. 

The legality of a proposed dividend 
depends upon satisfactory answers to 
questions of three sorts. These an- 
swers, if affirmative, (1) establish the 
existence of a proper surplus sufficient 
to meet the proposed dividend, (2) in- 
sure that this surplus is supported by 
legal valuations of assets and _ liabili- 
ties, and (3) indicate that certain tech- 
nicalities of paying dividends have been 
satisfied. 


Is There a Surplus Out of Which Divi- 
dends May Legally Be Paid? 


Surplus balances fall into the main 
categories indicated in the following 
paragraphs. 

Earned surplus may legally be paid 
out in dividends without question. 





* Mackintosh v. Flint and Pere Marquette Rail- 
way Co. (1888), 34 Fed. 582, is commonly referred 
to as the leading case in this matter. 

*14 Corpus Juris 806. 

* Gratz v. Redd (1843), 43 Ken. 178. 

*In Miller v. Payne (1912), 150 Wis. 354, 136 
N. W. 812, it was held that premium on a share 


Capital surplus, if taken to mean 
profit realized on disposition of capital 
assets, is likewise available for divi. 
dends.? 

Paid-in surplus may arise from sub. 
scription to capital stock at a premium, 
from assessments levied on_ stock. 
holders, from stock or other donations, 
from forfeiture of amounts paid under 
cancelled stock subscriptions, from re- 
duction of nominal capital by process 
of law. Paid-in surplus is usually con- 
sidered available for dividends,’ with 
the limitation that donated or forfeited 
stock must be cancelled or resold in 
order to fix the surplus arising from it.‘ 

The decisions on which availability 
of paid-in surplus for dividends is 
based, however, seem to have contem- 
plated solely the preservation of pub- 
lished capital stock for the benefit of 
creditors. But the common law and 
many state legislatures require that 
dividends be paid only from profits. 
Common sense would deny that any of 
the sources of paid-in surplus named in 
the preceding paragraph constitute true 
profit. None of them has anything to 
do with the operation of the business. 
Should a case arise which presented 
squarely to the court the issue as to 
whether paid-in surplus was profit, it 
seems quite possible that the decision 
would be in the negative, and that 
thereafter paid-in surplus would be held 
not available for dividends.* 

Surplus reserves are as much avail- 
able for dividends as the portion of 
surplus from which they were set aside. 
Surplus reserves when set up are in- 
tended to limit distribution of profits. 





of capital stock was profit in so far as it exceeded 
the book surplus previously assignable to a share 
of similar stock. The courts would have difficulty 
in many cases in defending book value as the 
means of distinguishing between capital and 
profits, and it is not thought that this decision will 
carry great weight as a precedent. 
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This limitation may be either to insure 
retention of funds sufficient for a 
specific need such as a new building or 
a bond redemption; or to provide a 
buffer out of which to take contingent 
losses and expenses, the probable 
amount of which can only loosely be 
estimated. Thus surplus reserves indi- 
cate the plans of the directors with 
respect to surplus. A board of directors 
may change its plans, however, and may 
therefore draw on surplus reserves to 
pay dividends as lawfully as they could 
draw on the surplus from which the 
reserves were taken. 

It is essential to keep in mind the dis- 
tinction between true reserves, as above 
defined, and valuation allowances and 
provisions for estimated liabilities. Ac- 
counting custom up to the present re- 
stricts the use of the word “reserve” 
very little; valuation allowances and 
provisions for estimated liabilities ap- 
pear as frequently as not on balance 
sheets as “reserves.” 

\ valuation allowance is a partial 
offset to an asset account. For reasons 
of convenience it is desired to retain the 
original value of an asset on the books. 
When lapse of time, wear and tear, or 
other considerations reduce the value 
of the asset, a new account must be set 
up with a credit balance indicating the 
amount to be subtracted from the 
original asset value in order to arrive 
at its present value. Obviously, such a 
credit balance cannot make dividends 
possible, for any tampering with it 
would result in an equal error in the 
expression of the present value of the 
asset concerned. 

Another frequent use of the term 
“reserve” is for provision for estimated 





*For an excellent discussion of the differences 
between surplus reserves, valuation allowances, 
and provisions for estimated liabilities, see Wil- 
liam Morse Cole, “A Confusion of Terms,” 43 
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liabilities. AA common example is in 
provision for federal income taxes; this 
is certain and closely calculable prior to 
actually making out the tax return. 
Dividends could obviously not be paid 
out of such provision without resultant 
understatement of corporate liabilities. 
Provision for estimated _ liabilities 
shades indistinguishably into surplus re- 
serve. Thus, an amount set aside to 
cover a possible adverse verdict in a 
lawsuit just initiated against a company, 
since it is neither certain nor closely 
calculable, is rather a surplus reserve 
than provision for an_ estimated 
liability.* 

Appreciation surplus arises from in- 
crease in value of assets still owned by 
the business. The indicated profit being 
not yet realized, such a surplus is not 
legally open to distribution as div- 
idends.” 

Surplus in general. Whatever por- 
tion of surplus is tapped for a dividend, 
the dividend must not be such that after 
its payment the corporate net worth is 
less than the par value of the capital 
stock, or less than the nominal value of 
no-par stock. In such a calculation it 
should be noticed that appreciation sur- 
plus, although not itself available for 
dividends, may offset losses, thus per- 
haps releasing for dividend purposes 
subsequent profits not otherwise avail- 


able. 


Do Legal Valuations Support the 
Surplus to Be Used? 


Since the amount of surplus depends 
entirely on the valuations of assets and 
liabilities in the balance sheet, it. is 
necessary to outline the legal require- 





Journal of Accountancy, 192 (April, 1927). 

"See Kingston v. Home Life Insurance Co. 
(1917), 11 Del. Ch. 258, ror Atl. 898; Jennery v. 
Olmstead (1885), 36 Hun. 536. 
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ments applying to these valuations. 
This will be done in the order in which 
the respective items usually appear in 
the balance sheet. 

Cash. Ordinarily, cash is worth its 
face value. The cash account may 
suffer, however, by depreciation of 
foreign deposits or by insolvency of the 
depositary. No legal decisions have 
been found involving the valuation of 
cash. In the case of Park v. Grant 
Locomotive Works* the court held that 
“net profits mean what shall remain as 
the clear gains of any business venture 
after deducting . . the losses sus- 
tained in its prosecution.”’ While this 
case involved securities and not cash, 
the principle seems equally applicable, 
and would require the taking of losses 
in value of cash regardless of possible 
subsequent appreciation. 

Notes and Accounts Receivable. The 
law requires an allowance to be made 
for the estimated portion of accounts 
and notes receivable which will not be 
collected. In the case of a company 
with large numbers of small receivables, 
it would seem prudent to include in the 
allowance for bad debts some provision 
for the considerable expense of collect- 
ing the accounts, such as bookkeeping 


costs, postage, stationery, collection 
fees, and the like. 
However, such provision is not 


customary in accounting practice at 
present and has never been required by 
a court of law. 





* (1885), 40 N. J. Eq. 114, 3 Atl. 162. 
* Providence Rubber Co. v. Goodyear (1869), 76 
U. S. 788. 


45 Cal. App. 679, 188 Pac. 586. 


™ Perhaps the decision would have been different 
for goods enjoying an active market. In Park v. 
Grant Locomotive Works (Footnote 8), the court 
said that net profits are “net gains which had been 
actually realized, or which could be quickly real- 
ized without loss by a sale of the assets repre- 
senting the profits.” This leads one to think that 


Inventories. The customary pro- 
cedure in valuing inventories is to take 
cost or market price, whichever js 
lower, to which the law could obviously 
make no objection. Valuation at mar. 
ket price when higher than cost would 
seem to conflict with the decision in 
California Home Builders v. Young et 
al.,*° which reads in part: “mere ad- 
vance in the value of property prior to 
its sale . . do(es) not constitute 
profits.” The inventory in that case 
consisted in houses built for resale." 

Valuation of inventories at cost 
price when higher than market would 
conflict with the decision in Meserve y. 
Andrews,” in which the court held: 
“Depreciation . . in value of the 
stock unsold must also be taken into ac- 
count.”” Goods in process normally 
have no readily ascertainable value 
other than cost. In one case, however, 
when cost of work in process had al- 
ready exceeded the amount at which 
the finished goods had been sold under 
contract, the court required inventory 
valuation to be reduced to the contract 
figure.?° 

Merchandise may never be valued at 
selling price, even when sold: “. . . . 
estimated profits on partially executed 
contracts do not constitute profits, be- 
cause [of] the fluctuations of the mar- 
ket and the uncertainty of the comple- 
tion of such contracts.’’"* 

Investments. Investments may be 
held for one of several main purposes: 





possibly appreciation on goods op which market 
prices are currently quoted is realized profit within 
the meaning of the law and therefore available 
for dividends. It is hoped that such a question 
will come up for trial at an early date. 


* (1871), 106 Mass. 421. 


* Cornell v. Seddinger (1912), 237 Pa. 389, 85 
Atl. 446. 


“ California Home Builders v. Young et al., 45 
Cal. App. 679, 188 Pac. 586. 
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for resale, for income, for temporary 
disposition of funds, and for purposes 
of intercorporate influence. Upon the 
purpose for which they are held de- 
pends the method of valuation. When 
held for their intercorporate influence, 
that same influence precludes the exist- 
ence of a true market value for them, 
and cost remains the only valuation 
possible. Investments held for resale 
hecome merchandise, and the com- 
ments under inventories apply to 
them.” 

Losses in the value of temporary in- 
vestments of surplus funds and more 
or less permanent investments for in- 
come would quite likely come within 
the meaning of the decision previously 
quoted in the case of Park v. Grant 
Locomotive Works: “net profits. . . . 
mean what shall remain as the clear 
gains of any business venture after de- 
ducting....the losses sustained in its 
prosecution.’’*® 

Plant and Equipment. No attempt 
will here be made to discuss in detail 
the line of demarcation between capital 
and revenue charges. In Union Pacific 
Railway Company v. United States" 
it was held that “expenses chargeable 
to capital include those which are in- 
curred in the original construction of 
the works and in the subsequent en- 
largement and improvement thereof.” 
Valuations of capital assets for div- 
idend purposes should exclude other 
expenses. 

Reasonable allowance for depre- 
ciation is required by law. “If any- 
thing happen by which plainly and 
permanently a depreciation in... .the 





See preceding page. 
* (1885), 40 N. J. Eq. 114, 3 Atl. 162. See Foot- 


note 11 for a possibility in the handling of appre- 
tiation. 


* (1878), 99 U. S. 402, 25 L. Ed. 274. 
“Jennery v. Olmstead, (1885), 36 Hun. 536. 
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value of property [is sustained]... . 
such loss must be deducted from the 
profits before a net profit can be ar- 
rived at.’”** Furthermore, inadequacy 
of previous years’ depreciation allow- 
ances must be made up before declar- 
ation of dividends. Such was the 
decision in Davison y. Gillies, an 
English case which would undoubtedly 
apply in this country in the absence of 
United States precedents. In that case, 
allowance for depreciation was required 
by the corporate articles of association, 
but the principle has equal force under 
the present common law requirement 
to allow for depreciation. 

Allowance for obsolescence was con- 
sidered a fair charge in a telephone 
rate case,*° in which the judge com- 
mented on the rapid growth and change 
of the electrical industry. It may fairly 
be assumed from this decision that 
allowance for obsolescence must pre- 
cede dividends if it can be shown either 
that obsolescence has actually been sus- 
tained or that obsolescence in the in- 
dustry is a substantial and regular 
occurrence. Unless obsolescence can be 
calculated on one or the other of these 
bases, amounts set aside for it become 
surplus reserves not required by the 
law. 

Wasting assets. A New York court 
in 1898 held that the United Verde 
Copper Company was not required to 
build up an allowance for depletion to 
cover ore mined.** The object of the 
company was the exploitation of a sin- 
gle mine. It would be easy to carry the 
significance of this decision too far. 
Had the wasting asset dominated the 





*” (1879), 50 D. J. Ch. 192 n., 16 Ch. Div. 347 
a, a6 L. T..98(8: 

* Pioneer Telephone and Telegraph Co. Vv. 
Westenhaver (1911), 29 Okl. 429, 118 Pac. 354. 

*™ People ex rel. United Verde Copper Co. v. 
Roberts (1898), 156 N. Y- 585, 51 N. E. 293. 
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company’s aims somewhat less, there is 
reason to wonder if the decision might 
not have been otherwise. 

Take a clay products company, for 
example. Large plant and equipment 
must be provided to handle and process 
the clay, to fashion it, and finally to 
bake and perhaps glaze it. The clay 
land has less importance to a clay 
products company than a mine to a 
copper company. When a clay bed is 
exhausted, usually other nearby sources 
are available, and the great investment 
in buildings and equipment may readily 
be put to good use on them. In a word, 
legal release from depletion allowance 
appears to rest on the extent to which 
the wasting asset dominates the opera- 
tions of the company and the extent to 
which it is replaceable.” 

Leaseholds. Actual decisions on 
allowances for leasehold expiration are 
lacking. Leaseholds are referred to in 
certain American opinions as being 
wasting assets. Probably the remarks 
under wasting assets would apply 
equally well to leaseholds. The re- 
quirement for an expiration allowance 
would probably depend on the relative 
importance of the leasehold to the 
company. It would be carrying the 
theory of wasting assets to an absurdity 
to say that a large manufacturing cor- 
poration which had paid a flat sum as 
rental for its New York offices could 
pay dividends to its stockholders with- 
out first making good the value 
expiration of its office lease. 

Patents, copyrights, and determinate 
franchises. No decisions can be found 
applying to the valuation of these as- 





*For further discussion of depletion require- 
ments see 40 Harvard Law Review, Vol. II, p. 
318, Wittenberg v. Federal Mining and Smelting 
Co., 133 Atl. 48. 

* (1895), 2 Ch. 245, 64 L. J. Ch. 516, 13 R. 513. 

“Reiter, Profits, Dividends, and the Law, p. 156. 


sets in declaring dividends. Until the 
matter of allowing for their yalye 


expiration comes before the courts, one 


would be safe in treating them the same 
as wasting assets or leaseholds. 

Goodwill, trade-marks, and inde. 
terminate or perpetual franchises. |» 
the English case of Wilmer vy. McNam. 
ara,” the court decided that loss of 
value of goodwill did not result directly 
from the operation of the business and 
therefore need not be made good before 
declaration of dividends. Under the 
more strict American rule of paying no 
dividends which would leave capital 
stock impaired (except in the case of 
certain wasting assets), it would seem 
logical for the courts to require the 
making up of losses in value of good- 
will, trade-marks, and _ indeterminate 
franchises. As a practical matter, it is 
very much doubted whether a court 
would interfere on such an occasion. 

Organization expenses. There is no 
legal requirement to amortize or charge 
off organization expenses. 

Deferred charges. Expenses of 
various sorts are often properly de- 
ferred to a later period against which 
they fairly apply. Such items are called 
prepaid expense. No legal difficulty 
arises from this carrying over. It is 
asserted by some, however, that extra- 
ordinary expenses or capital losses, if 
so large as to burden seriously the 
profit and loss account for a single year, 
for that reason may be deferred and 
amortized over a period of years.” 
There is no foundation in law for this 
practice as applied to dividend payments. 

All assets. Nothing has been said as 
to appreciation in value of capital as- 
sets. Such appreciation, if taken, should 
be reflected in an appreciation surplus 
(see page 503 for the relation be- 
tween appreciation surplus and div- 


idends). 
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Liabilities. Valuation of | liabilities 
seldom causes difficulty. Liabilities 
usually are worth exactly their face 
amounts. Under the general doctrine 
that all expenses and losses must be de- 
ducted in arriving at net profits, all 
important expense accruals must be 
provided for. It has been held that 
accrued interest payable must be set up 
whenever accrued interest receivable is 
placed among the assets.** 


Have Certain Technicalities of Divi- 
dend Payment Been Satisfied? 


There are a few other requirements 
of dividend payment which cannot be 
nassed upon by reference to a balance 
sheet. The most obvious ones will be 
noted here. 

Legal meeting. A dividend meeting 
of the board of directors must follow 
legal notice unless waived, must be 
attended by a quorum, and in general 
meet the same legal rules as any other 
meeting. 

Solvency of the corporations. No 
dividend may be paid which will leave 
the company in an insolvent position. 
This does not prevent the payment of 
dividends with borrowed money. 

Contractual obligations. The right 
to pay dividends may be still further 
limited by contracts, such as a mort- 
gage indenture requiring maintenance 
of a certain current ratio, or by the 
articles of incorporation assigning cer- 
tain rights to classes of stockholders. 

Statutory limitations. Sometimes by 


_ statute or other governmental authority 


the power to declare dividends out of 
limited. For example, 
national banks are required to main- 
tain a surplus equal to a certain frac- 


“Hubbard v. Weare (1890), 79 Ia. 678, 44 N. 


 W. ors. 


tion of their capital stock. The reserves 
of insurance companies are prescribed 
in detail, some of them being in part 
true surplus reserves. 

Familiarity with the business. A 
director voting on a dividend is ex- 
pected by law to have a reasonably com- 
plete and intimate knowledge of the 
operations and values of the company. 
This knowledge is not limited to the 
information picked up at directors’ 
meetings or the ordinary reports made 
by officers. The newspaper article quoted 
on page 501 illustrates this obligation. 


Conclusion 


It is well to remind the reader here 
that throughout this article no atten- 
tion has been paid to what may be con- 
sidered good business policy or sound 
accounting in the payment of dividends. 
Only legal restrictions have been given 
consideration; it cannot be overlooked, 
however, that in the main the law 
parallels the dictates of conservative ac- 
counting: take all apparent losses, and 
withhold all profits until they are fully 
realized. 

With this in mind, one may assign 
all corporate profits to one of the fol- 
lowing classifications, with consequent 
varying availability for dividends. A 
recollection of these classes will facili- 
tate the hasty survey of a balance sheet 
for the propriety of a proposed divi- 
dend payment: 


1. Profit dependent upon sales or other 
contracts not yet fully executed. Such profit 
is unrealized and not available for dividends. 

2. Profit by appreciation of capital assets. 
This profit is not in itself available for divi- 
dends, but it may offset depreciation, deple- 
tion, or other losses, and thus release other 
surplus legally available for dividends. 

3. Profit fully realized is always available 
for dividends. 
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Angell, James W. THE THeory oF INTER- 
NATIONAL Prices. Cambridge: Harvard 
University Press, 19026. 571 pp. $5. 


Growth of American foreign trade during 
and since the war and the increasing impor- 
tance of this country as a world financial cen- 
ter have given added emphasis to the problems 
of international trade and finance for Amer- 
ican students. After making a thorough 
analysis and criticism of English and conti- 
nental thought on this subject, Dr. Angell 
presents a restatement of the theory of inter- 
national prices. 

The principal objective distinctions between 
the establishment of internal and international 
prices can be explained very largely in terms 
of three elements: (1) the greater cost of 
transportation in international trade, (2) the 
presence of tariffs and other legal obstacles, 
and (3) the fact of dissimilar currencies, 
which necessitate a foreign exchange medium. 
Comparative costs do not, in themselves alone, 
provide a sufficient a priori explanation of the 
course and terms of trade; they become signifi- 
cant only through the essential mediation of 
market price. 

International price relationships offer two 
chief aspects: price equalization with respect 
to particular commodities, and relations be- 
tween aggregate price and income structures 
of different countries. For large classes of 
articles, international price inequality is the 
typical situation because of (1) lack of ac- 
curate information, (2) lack of sufficient en- 
terprise on the part of merchants to take 
advantage of the discrepancy, (3) lack of a 
distributive mechanism in a new market by 
firms, and (4) relations between costs, prices, 
and volume of output. - 

General price indexes of the more advanced 
countries under stable monetary conditions 
have moved very intimately together in the 
past, as far as timing, direction of movements, 
and amplitude of the larger oscillations are 
concerned. These phenomena are explained 
in part by the fact that international com- 
modities enter into the manufacture of do- 
mestic articles and compete with others, thus 
tending to produce equilibrium. Any mal- 
adjustment brings corrective forces into play. 
Gold flows are regarded as essentially short- 


run phenomena of usually temporary impor. 
tance. The ultimate corrective forces reside 
in significant changes in the relation between 
the demand for and supplies of bills of ex. 
change, which affect the volume of purchasing 
power in circulation. 

Dr. Angell has produced a valuable addi. 
tion to the literature of theoretical economics, 
The material is well organized, and the 
author’s style makes easy reading of what may 
be considered difficult material. 


Beckman, Theodore N. WHOLESALING. New 
York: The Ronald Press Company, 1926. 
606 pp. $6. 


Mr. Beckman’s book pioneers in a field con- 
cerning which but little has been written. As 
a careful analysis of the various types and 
kinds of wholesalers and their business meth- 
ods, the book presents information which for- 
merly has not existed in readily available 
form. 

The author takes the position that, contrary 
to some popular opinion, wholesalers perform 
a sound and necessary function. Provided 
wholesalers realize their proper function and 
design their policies accordingly, their exist- 
ence is soundly justified under modern busi- 
ness organization. 

The trend of development in wholesaling 
is traced, and an attempt is made to forecast 
prospects for the future. The specific prob- 
lems of wholesaling, beginning with store lo- 
cation and ending with the collection of over- 
due accounts, are analyzed with care and 
completeness. Though the analysis is descrip- 
tive rather than critical, the thorough treat- 
ment given the many problems of this much 
discussed and rapidly changing field of mer- 
chandising is clear and well directed. 


Francis, Gerald M. Financiat MANAGcE- 
MENT OF FARMERS’ ELEvATORS. Chicago: 
A. W. Shaw Company, 1926. 109 Pb. 
$2.50. 


As the result of a research made in the 
grain marketing business, Mr. Francis has pre- 
sented a study of the financial problems and 
future trends of cooperation. This monograph 
was awarded the second prize offered in 1926 
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by the Chicago Trust Company for mono- 
graphs in the field of Business Development 
and the Modern Trust Company. 

The study points out the relative advan- 
tages and disadvantages of the two types of 
methods used in grain marketing organiza- 
tion; namely, local farmers’ associations and 
centralized terminal organizations entirely 
separate from and substituted for local farm- 
ers’ elevators. 

Some of the financial problems of farmers’ 
elevators as they now operate are presented. 
The factors of proper balance sheet and in- 
come statement ratios, the financial structure 
of elevator companies, proper surplus and re- 
serves, financial basis of credit and sources of 
credit, liability for federal income tax, and 
defects and remedies of present financial poli- 
cies receive treatment. Future problems are 
emphasized also, and stress is laid upon the 
necessity of loyalty of farmers to the associa- 
tion and upon the need of application of good 
business principles used by independent eleva- 
tors if the cooperative movement is to be 
permanently successful. 

The monograph is a real contribution to a 
field in which comparatively little research of 
a similar kind has been done. 


Hardy, Charles O. Tax-Exempt SeEcuri- 
TIES AND THE SURTAX. New York: The 
Macmillan Company, 1926. 213 pp. $2. 


Dr. Hardy, in this book, makes a critical 
examination of two closely interrelated phases 
of the problem of federal tax reform: the 
abolition of tax-exempt securities, and the 
lowering of the surtax on high incomes. 

There is a rather widespread opinion that 
tax exemption of bonds is unsound, because 
it is generally believed to cause a fiscal loss 
to the government, to handicap the financing 
of private industry, and to promote state and 
municipal extravagance. The author shows by 
statistical evidence, however, that these com- 
monly used arguments against tax exemption 
are fallacious: that, as a matter of fact, the 
saving in interest charges on tax-exempt se- 
curities is just about equal to the amount 
which the government loses in income taxes; 
that private enterprise is not seriously handi- 
capped by the competition of tax-exempt 
bonds; and that tax exemption is not causing 
state and municipal extravagance, as has often 
been alleged. It is concluded that tax exemp- 
tion on state and municipal bonds is desirable, 


since it really amounts to a subsidy by the 
federal government to good roads, schools, 
and public utilities. The question of tax 
exemption on federal bonds is purely a fiscal 
one; the cheaper method of financing should 
be used. 

Surtax rates are discussed in the last chap- 
ter of the book. The author disproves the 
popular beliefs that the surtax rates in effect 
prior to the 1926 reduction were too high to 
be fiscally productive and that they interfered 
seriously with business activity. The real issue 
involved in the determination of surtax rates 
is not one of economics, but is one of fair- 
ness to taxpayers. 

This study has been made under the aus- 
pices of the Institute of Economics, and is a 
worthy addition to the volumes which have 
been published by the institute. Most of the 
conclusions reached by the author follow 
logically as a result of careful and unbiased 
analyses of statistical data. The book is well 
reasoned throughout and throws some real 
light on a problem which has heretofore not 
been well understood. 


HarvARD Business Reports, Volume II. 
Chicago: A. W. Shaw Company, 1926. 


576 pp. $7.50. 


The series of Harvard Business Reports 
presents a collection of actual cases arising in 
business in different sections of the United 
States. Each case contains significant issues 
calling for executive decision and recording 
important practices. The first volume, pub- 
lished in 1925, contains 149 such cases. 

With the publication of the second volume, 
there is inaugurated an important develop- 
ment; namely, the inclusion with each case 
of a signed commentary by a member of the 
faculty of the Graduate School of Business 
Administration, Harvard University, in which 
are presented the significant aspects of the 
case and the commentator’s opinion as to a 
sound solution of the problems involved. 

Volume II contains 71 cases with commen- 
taries, and commentaries on 139 of the cases 
that appeared in the first volume. A later 
volume, it is stated, will contain commenta- 
ries on the remaining ten cases of Volume I. 

These books should be useful in assisting 
the business executive to analyze his problems, 
to compare them with others, and to reach his 
conclusions with increased celerity and assur- 
ance. 
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James, Gorton; Burritt, Arthur W.; Denni- 
son, Henry S.; Gay, Edwin F.; and Ken- 
dall, Harry. Prorir SHARING AND STOCK 
OwNeERSHIP FoR EMPLOYEES. New York: 
Harper and Brothers, 1926. 3094. $4. 


Written in a thorough and practical man- 
ner by a group of men of long experience in 
industrial relations, this book deserves reading 
for its sane and clear viewpoint. With the 
exception of Mr. James, the same group of 
men brought out a similar volume nine years 
ago, but the intervening years have permitted 
rapid development in this comparatively new 
field, and the present volume benefits by more 
recent experiences. 

The authors point out the basic distinction 
between a definite permanent plan of profit 
sharing and more nebulous projects which 
they distinguish by the term “prosperity shar- 
ing.” The various purposes of profit sharing 
are treated under three headings: the “right” 
of profit sharing, the hope of strengthening 
the organization, and the stimulation of thrift 
and forethought. The first is dismissed as 
fallacious on economic, legal, and _ social 
grounds. 

Dividing the subject into ownership par- 
ticipation and cash participation, the authors 
discuss a variety of cases that have arisen, and 
distinguish between the problem as it bears on 
corporation affairs, the managerial staff, 
salesmen, and the workmen. They declare 
unethical a plan which calls itself one of 
thrift and saving, but which invests the em- 
ployees’ payments in the high risk bearing 
common stock of the company; however, the 
authors do not feel that a combination be- 
tween the thrift motives and profit sharing 
is impossible. 

The greater effectiveness of profit sharing 
in the case of small groups and higher execu- 
tives results from the greater influence they 
are able to exert on the amount of profits 
from year to year. For the employees, effec- 
tive cooperation must be secured by means of 
high-grade policies of management; otherwise 
the value of profit sharing will prove ephem- 
eral. The authors believe that there is a kin- 
ship between management sharing and profit 
sharing and that either will fail without the 
support of the other. Only through the use 
of both can maximum effectiveness be secured 
over an extended period. 

The student and executive will find this 
book a valuable library addition on account 
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of the amount of practical experience pre. wide 
sented and its comprehensiveness and reasoned of ho: 
point of view. velop’ 
Amer 

McGuire, Constantine E. Iraty’s Inrerna. in the 
TIONAL Economic Position. New York: biased 
The Macmillan Company, 1926. 588 pp. mobil 
$3. = 
The continuing importance of the European whick 
war debt questions and the rising interest in of th 
the new Italy under Fascist control make this Fede: 
contribution by the Institute of Economics a the c 
timely one. Dr. McGuire has handled the quent 
material in a manner equally interesting to tical: 
the man of affairs and to the scholar. tion | 
The book sketches the economic history of to 1¢ 
Italy from the unification in 1861 to the pres- TI 
ent time. It points out the problems which throu 
confront a rapidly increasing population in- stater 
habiting a restricted and poorly endowed na- furni 
tional territory, and trying to develop and to yario 
maintain a smoothly functioning economic sys- _the 
tem and to produce thereby the means of politi 
existence. trade 


The Italian war debt is presented as one of 
the additional burdens upon the Italian peo- 
ple. The Fascist program is not appraised, 
but merely referred to as one of the factors 
which affect the economic position of the 
country. 

The book presents an apparently fair 
analysis of Italy’s present economic position 
and comes to sane deductions concerning the 
future. The economic problems are made real. 
They are well substantiated by an abundance 
of material in appendices. 


are ; 
expli 


Noyes, Alexander D. THe War Periop oF 
AMERICAN FINANCE, 1908-1925. New 
York: G. P. Putnam’s Sons, 1926. 459 ??- 


Mr. Noyes recorded the history of Ameri- 
can finance during the period from the Civil 
War to the panic of 1907 in his Forty Years 
of American Finance, published in 1909. In 
the present volume he presents a similar ac- 
count of the country’s financial career from 
1908 through the World War and postwar 
maladjustment into the reconstruction period 
which followed 1922. 

The period from 1908 to the outbreak of 
the War is covered but briefly, with the anti- 
trust decisions and the formation of the Fed- 
eral Reserve System as the outstanding phases. 
There follows a description of the nation- 
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wide confusion resulting from the beginning 
of hostilities abroad and of the subsequent de- 
velopments which led up to the entrance of 
America into the struggle. Our participation 
in the conflict is portrayed in a vivid but un- 
biased manner, with a detailed account of the 
mobilization of finance and industry to meet 
international requirements. 

The author describes the trade reaction 
which followed the Armistice, and the growth 
of the critical situation which, accentuated by 
Federal Reserve policy, developed finally into 
the crisis of 1920. The account of the subse- 
quent deflation and its disastrous effects prac- 
tically concludes the history, for the descrip- 
tion of the reconstruction period from 1922 
to 1925 seems inadequate. 

The book is written in very interesting style 
throughout and at the same time supports all 
statements by summary statistical data. It 
furnishes an excellent composite picture of the 
various forces in the nation’s financial history 
—the interaction of the agricultural situation, 
politics, Federal Reserve policy, balance of 
trade, and industrial and speculative activity 
are all synthesized into a complicated but 
explicable series of phenomena. 


Picken, James H., Editor. Bustness Cor- 
RESPONDENCE HANDBOOK. Chicago: A. W. 
Shaw Company, 1926. 835 pp. $7.50. 


This book is a comprehensive treatment of 
the subject of business correspondence. It 
should prove useful to readers who cover all 
of its pages, since it is suitable for ready refer- 
ence use. 

The earlier chapters contain general prin- 

ciples and specific instructions which are ap- 
plicable to all kinds of business letters. ‘The 
text is fully supplemented by examples of suc- 
cessful letters of various types. The later 
chapters are concerned with letters for specific 
purposes. While sales letters are given the 
most attention, other types of letters are not 
neglected. 
; The work is recommended as a thorough, 
instructive textbook on correspondence, which 
should be of particular value to sales execu- 
tives and subordinates whose work includes 
written communications to customers, and 
who wish to use it as a reference. 


Schluter, W. C. How to Do RESEARCH 
Work. New York: Prentice-Hall, Incor- 
porated, 1926. 137 pp. $1.25. 
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The book represents an intelligent attempt 
to outline the usual problems of research work 
and to formulate certain methods of procedure 
for carrying out a research study. The author 
confines his discussion to the field of social 
and business research and contributes a cer- 
tain amount of philosophical background for 
the various steps of procedure suggested. It 
is distinctly not merely a manual or a hand- 
book, although practical information and sug- 
gestions are contained in almost every chapter. 

The author takes up first the problem itself 
—its selection and formylation, and the care- 
ful definition of the purpose or objective 
involved. Next he discusses the need for classi- 
fying the various elements of the problem ac- 
cording to the treatment they will require. 
The next step is to ascertain and collect the 
data and information necessary. This naturally 
is the heart of the problem, and here the book 
presents some excellent ideas about the rela- 
tive reliability and availability of data secured 
from secondary as against primary sources. 
The chapter on “Collecting the Data” is prob- 
ably the most immediately practical of any in 
the book. Some of the rules for interview- 
ing are rather obvious, but none the less im- 
portant, as anyone who has done research 
work knows. 

The final phase dealt with is the analysis 
of the data obtained—systematizing and ar- 
ranging it for study, and presenting it clearly 
to the best advantage. Here again, the author 
resorts to broad treatment. 

The book is a valuable contribution par- 
ticularly to the comparatively modern develop- 
ment of business research, and anyone who 
has research work to do or who uses the re- 
sults of research will find these 137 pages 
worth while. 


Sloan, Lawrence H. Security SPECULA- 
TION—THE DAzzLING ADVENTURE. New 
York: Harper and Brothers, 1927. 280 


pp. $3.50. 


With the long sustained period of high 
prices of common and preferred stocks, the 
attention of the business man has been at- 
tracted more and more by the possibilities of 
speculative profit in the stock market. Mr. 
Sloan’s study of security speculation is a 
timely contribution, ably executed. 

Common stocks, Mr. Sloan indicates, must 
be bought and sold at the proper times to yield 
a greater return than bonds. He applies tests 
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which bring out the relative merits of buy- 
ing stock as a permanent investment and of 
buying it at a low price to sell at a profit. The 
study discloses that the latter plan, “playing 
the cycle,” yields the greater return when 
properly carried out. 

In his discussion of preferred stocks, Mr. 
Sloan compares the price fluctuation of this 
class of security with the movement of bond 
prices, commodity prices, and common stock 
quotations. By means of this careful com- 
parison he demonstrates that preferred stock 
prices fluctuate more in accord with common 
stock than with bond prices. Thus the aver- 
age preferred stock is rather a speculative than 
an investment security. 

The basis of Mr. Sloan’s study is sound, 
and he deserves real recognition for the 
scientific and unbiased research which he has 
conducted. ‘The student or speculator of ex- 
perience will find that this book contains valu- 
able material in the field of security specula- 
tion. To the uninitiate, the book will prove 
a very readable treatment of a most fascina- 
ting subject. 


Snyder, Blake; and Roby, Ralph West. 
FUNDAMENTALS IN REAL Estate. New 
York: Harper and Brothers, 1927. 173 pp. 


$3. 


Because of the great number of property 
owners in the United States, a book on the 
fundamentals in real estate should have a par- 
ticularly broad interest. Although the treat- 
ment of the subject is general, the points made 
can be readily applied to particular situations. 

The economics underlying real estate value 
is accorded first attention. A discussion of 


the varying factors affecting this value follows, 
After a careful study of the real estate mar. 
ket, the authors conclude by pointing out the 
fundamentals of negotiation. The entire field 
is covered. 

The book should be of interest not only to 
operators, but also to prospective home own- 
ers and others who expect to buy or sell real 
estate. 


Soddy, Frederick. WerALTH, Virtvat 
WEALTH, AND Dest. New York: E. P. 
Dutton Company, 1926. 320 pp. $3.50. 


Professor Soddy, an eminent British scien- 
tist, systematically examines the present indi- 
vidualistic economic system by applying the 
exact reasoning used in the physical sciences. 

The main analysis is introduced by a dis- 
cussion of modern science, the scientific 
method, and its application to economic prob- 
lems. The author follows the introductory 
chapters by a study of wealth and money, a 
study which leads him to propound a new 
economic principal, “Virtual Wealth.” This 
new thought becomes the keynote of the re- 
maining chapters and throws a new light upon 
modern sociological problems, ranging from 
stabilization of currency to unemployment. 

Although the author’s confidence in the 
scientific approach makes him overcertain of 
his conclusions concerning a complex subject, 
he has given a contribution to economic 
thought and has advanced an interesting point 
of view. His ideas are stimulating and, even 
though his own practical suggestions should 
prove infeasible of application, they may lead 
to improvements in our present economic sys- 
tem. 
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cA Message to “Business Men 


WV HEN you need money to carry 

on the legitimate development 
of your business, your local bank helps 
you. It is their business to lend you 
money. 


But with growth there usually comes 
a time when you need the advice and 
co-operation of an investment banker, 
one who has had experience in under- 
writing and distributing securities. 


Ourservices are always at the dispos- 
al of executives of well-established and 
sound American Corporations. 


Address your communications to our 


New York Office: 42 BROADWAY 


HORNBLOWER & WEEKS 


BOSTON Established 1888 NEW YORK 
CHICAGO CLEVELAND DETROIT PROVIDENCE PORTLAND 
PITTSBURGH 


Members of the New York, Boston, Chicago, Cleveland and Detroit 
Stock Exchanges 
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A Comprehensive 
Investment Service 





Underwriters and Distributors of 
Municipal 
Joint Stock Land Bank 
Public Utility 
Real Estate 
Industrial 
SECURITIES 





MEMBERS 


New York Stock Exchange 
Cleveland Stock Exchange 
Cincinnati Stock Exchange 
Chicago Stock Exchange 
Detroit Stock Exchange 
New York Cotton Exchange 
Chicago Board of Trade 


Private wires to principal markets 
of the United States and Canada 


OTIS & CO. 


Established 1899 
CLEVELAND 
New York Chicago Detroit Denver San Francisco 


Columbus Toledo Akron Colorado Springs 
Cincinnati Canton Massillon Louisville 
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The SHAW PUBLICATIONS 


Some Recent Outstanding Shaw Titles 





“Harvard Business Reports” 


Volumes I, II, III, and IV, Now Ready 
Compiled by the Graduate School of Business Administration, Harvard University 


Wit the publication of the fourth 
volume of the Harvard Business 
Reports there are now available in handy 
recorded form the pivotal precedents and 
practices established by 383 outstanding 
problems of executive business policy. 
These selected cases collected by the 
Harvard Bureau of Business Research 
present actual business situations. The 


“Advertising and Fluctuations: 
Seasonal and Cyclical” 


By William T. Crum, Ph.D. 
Director of the Statistical Laboratory of the Harvard 
University Committee on Economic Research 


PRESENTING actual analyses of total 
advertising space in representative 
newspapers and in different classes of 
magazines, the author brings out clearly, 
for the first time, the relation between 
advertising lineage variations and general 
business conditions. You can make your 
own analyses for any line of trade—the 
technique of handling data is carefully ex- 
plained. For the publisher, advertising 
agency, the man with a professional inter- 
est in the significance of advertising fluc- 
tuations, this new book will be of unusual 
value. 308 pages, 237 charts, tables and 
graphs. Buckram binding. Net, $6 


“The Stock Market” 
By Charles A. Dice, Ph.D. 

Consultant on Investment and Financial Problems 

LACING emphasis on what to watch 

and how to proceed this handbook of 
“hows” for the man who trades in the 
“streets,” gives the very cream of invest 
ment and market experience. From the 
routine of the “street” to the intricate 
forces which move the prices of stocks 
up and down this manual brings out just 
the whys and hows of market behavior 
you will want to know. 650 pages. II- 
lustrated. Buckram binding. Net, $6 


issues are outlined and the actual deci- 
sions are given. Moreover, numerous 
commentaries on the cases and decisions, 
prepared usually by a member of the 
School faculty, point out the significant 
aspects of the cases. These commentaries 
are of real value to business men inter- 
ested in similar questions. Each volume 
600 pages. Buckram binding. Each, $7.50 


“Investments Abroad” 
By A. Emil Davies 

President of the Redeemable Securities Trust (London) 

ODAY, with eleven billion United 

States dollars invested abroad small 
investors and large investment bankers 
can well profit from this practical chroni- 
cle of British foreign investment experi- 
ence. This timely book written especially 
for the guidance of American investors 
and business men gives a basic under- 
standing of the politico—economic prob- 
lems which English investment houses 
have faced and effectively solved for 150 
years —and which Americans now face for 
the first time. 230 pages. Illustrated. 
Buckram binding. Net, $4 


“The Iron Industry in Prosperity 
and Depression” 


By Homer B. Vanderblue, Ph.D. 
Professor of Economics, Graduate School of Business 
Administration, Harvard University 
and William L. Crum, Ph.D. 
Director of the Statistical Laboratory of the Harvard 
University Committee on Economic Research 


ONDITIONS in the American iron 

market for over half a century have 
served as a “barometer of trade.” The 
pivotal points to watch, the significant 
factors to consider in the analysis of this 
great industry as an aid to forecasting 
general business conditions are told in 
this fundamental book. 300 pages. Illus- 
trated. Buckram binding. Net, $7.50 
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The liquid 
gauge, which 
measures to the 
1/100,000 of an 
inch. 













‘The tule of thumb’ 


ZS OVEY. .. 


ING THUMBrules no more. The rule 

of thumb, with all its costly guesswork, 
has no place in Western Electric telephone 
making. 

Here exact measuring standards are the 
rule, precise in many cases to the ten-thou- 
sandth part of an inch. And this habit of 
being exact controls every factory activity— 
in the systematic planning of the great task of 
telephone production, in manufacturing to 
known standards of quality, in constantly 
improving methods of work—not in hap- 
hazard experiment but by scientific attack by 











a group of skilled industrial engineers. Beshetiaitent. Gus veelne 
At the same time, as makers of the nation’s little “dark room” which permits 

? i ‘ A the inspector to know exactly 

telephones, Western Electric is meeting its whether a tiny switchboard lamp 


comes up to the mark, 


responsibility by holding down the cost of 
telephone apparatus to a figure well below 
the increased cost of general commodities. 


esfetn Electric 


SINCE 1882 MANUFACTURERS FOR THE BELL SYSTEM 








Back of 
your 
telephone 
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The 


FACULTY 
Problem 


HE most important angle 
of this problem is pay. If 
the college teacher must 

make less money than his equal 
in business, how is he to provide 
adequately for his years of re- 
tirement? And for his family in 
case of death or disability? 

The Massachusetts Institute 
of Technology has recently taken 
an interesting step in regard to 
these questions. 

In addition to the retirement 
features, the Tech plan provides 
for a death and disability benefit. 
It is a special application of 
Group Insurance as written by 
the John Hancock. 

Alumni, Faculties, Secretaries, 
Deans, Trustees — all those who 
have felt the pressure of the 
faculty problem — will be inter- 
ested to know more about this. 

We shall be glad to furnish any 
information desired without any 
obligation. Write to Inquiry 
Bureau, 


LiFe INSURANCE COMPANY 


oF BOSTON, MassacnuSEtTS 


Sixty-Four years in business 
Insurance in force $2,500,000,000 
Safe and Secure in every way 


Excellent openings for ambitious men 
and women of good character 
and ability 















Ready now— 


“Public Utility Finance” 


By WALTER E. LAGERQUIST 


Counselor on Investments, American 
Exchange Irving Trust Company, New York 


ERE is a handbook on public utility 

finance that really provides an under- 

standable approach to utility financing 
problems. Sound capitalization requirements, 
holding companies, utility stocks and bonds, 
corporate mortgages, capitalization structures 
- all are clearly, concisely described and com- 
pared. You are shown the trends of public 
regulation, the costs of capital, the possibili- 
ties of customer ownership. Centralization of 
power into great districts, the gross revenue of 
utilities, operating expenses and costs of or- 
ganization, indirect costs, ways to figure de- 
preciation, to plan on replacements, reserves, 
dividends and taxation-—but these are only 
samples of what this book has for you. 


671 pages. Illustrated. Buckram binding. 
Net, $7.50. 


Sent on approval. A request on your letter- 
head will bring a copy of this book for § days’ 
inspection. 


A. W. SHAW COMPANY 
CASS, HURON AND ERIE STREETS 
NEW YORK CHICAGO LONDON 


































Statement of the Ownership, 
Roasired dye the Actof Congress ~~ of Shion pe ry R. 
SINESS RE Ady EW, published quarterly at Chi- 


State of Illinois, County pry Cook, 

Before me, a notary atte in foe for the State aforesaid. 
personally appeared i, Rockwell, who, having been 
duly sworn enemy 3 ton wv , dopages. and sa 3 thas t ne is the 
Business Manage VA RE- 
VIEW, and that the following is, to the best of his —. 
and belief, atrue statement of the ounsrete, managenent, 
ete., of the atecesess < aubestion for the date shown in the 
above caption by the Act of August 24, 1912, em- 
bodied in section mn "Postal Laws and Regulations, to wit: 

1. That the names and addresses of the publisher, editor, 
managing editor, and business managers are: 

NAME OF= POST-OFFICE ADDRESS= 
By W. Shaw 
Huron & Erie Sts. , Chicago 


Editor—Harry R. Tosdal Cambridge, Massachuseits 
Managing Editur—None 
Business Manager= 
Thos. 8. Rockwell Cass, Huron & Erie Sts., Chicago 
2. That the owners are: (Give names and addresses of indi- 
vidual owners, or, if a corporation, give ite name and the 
names and addresses of stockh: olders owning or — 1 per 


cent or more of the total penouae 54 stock.) Harv niver- 
sity, ¢ Basitge: , . Lawrence Lowell, greet 
ambridge 





tor Cambrid, * Massachusetts: Charles F. Adama, Trea. 
surer, Cambridge, ecar-ao mney 

8. That the know dhold and other se- 
curity holders pon A or holding’ ied a cent or more of total 
amount of Lagan ers: or other securities are: (If 

ro are none, 

4. That the two a paracranhs gent ove giving the eames at 
the on: stockholders, and security holders, if any, 
tain not only the list of stockholders and security holders, wae 
they appear upon the of the company but also, in cases 
where the stockholder or soouslty holder appears upon the 
books of the company as crastes or in any other fiduciary re- 
lation, the of the perso Cy oe ration for whom such 
trustee is acting, is given; ‘tise “tbat the said two paragraphe 
contain statements embrac cacing i affiant’s sfull aowintaen an 
lief as tothe under which stock- 
holders and security _ ere who do not ai spoete aoe upon the 
books of the company trustees, hold stock and ousesties 
ina capacity other than at of a bona fide owner; and 
affiant has no reason to believe that any other person, pote 
ation. or corporation has any y inteseet tery or indirect in the 
said stock, bonds, or other securities than as so stated bv 
him 











(Si ed) THOMAS S. ROCKWELL, Business Manag 
puam Sworn to ang subecrity ned before me this 24th yy of 
ENDICOTT, Notary Public. (My 
panne We expires tay 24, 1928. } 
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Cfinancial Service by Mail 


We welcome inquiries on all matters 





pertaining to investments. Mail orders 


receive immediate and careful attention 





ESTABROOK & CO. 














1g State Street Hartford |} 24 Broad Street 
Boston || Strinsheld |) New YN ork. 
Providence 


















New Bedford 






































International Securities Trust 
OF AMERICA 


A MASSACHUSETTS TRUST 


Resources over $25,000,000 


IVERSIFICATION, international and 

inter-industrial,is represented in the shares 
of this investment trust. The holdings com- 
prise more than 500 securities, including both 
bonds and stocks, selected after careful analysis 
and constantly supervised. 


For information, address 


American Founders Trust 


A MASSACHUSETTS TRUST 


50 Pine Street 
New York 


1 Federal Street 
Boston 
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W. H. BALLARD & CO., INC. 


REALTORS 
BUILDING MANAGERS 


45 MILK STREET BOSTON, MASS. 











Bonds on Proven Properties 
“Power and Light” 





E. H. Rollins & Sons 


Founded 1876 
200 Devonshire Street, Boston, Mass. 
New York Philadelphia Chicago > ae 
Denver San Francisco Los Angeles London oe 



































